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t INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. I am a Public Utilities Analyst v employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8
I

9

Please state the purpose of your supplemental direct testimony.

The purpose of my supplemental direct testimony is to present RUCO's

recommended weighted average costs of capital for Be/WC, NSWC and

SSWC on a stand-alone basis.10

11

12

13

14

Have you filed any prior testimony in this case on behalf of RUCO?

Yes, on April 12, 2010, I filed direct testimony with the Commission on

RUCO's cost of capital recommendations for BVWC on a consolidated

15 basis.

16

17

18

Are you recommending a separate cost of common equity for each of the

three Liberty Water systems?

19 No. am recommending the same 9.00 percent cost of common equityI

20 that I recommended on a consolidated basis. The analysis which

21

22

23
I

I

I

produced my recommended 9.00 percent cost of common equity was

explained in my direct testimony filed on April 12, 2010 and so there is no

need to repeat it in this supplemental direct testimony,
I

A.

A.

A.

Q.

Q.

Q.

A.

Q.

1
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1

2

Will RUCO be filing supplemental direct testimony on the rate base and

operating income issues as they relate to the three Liberty Water systems

on a stand-alone basis?3

4 Yes.

5

6

RUCO analyst Rodney L. Moore will fi le supplemental direct

testimony on the rate base and operating income issues as they relate to

the three Liberty Water systems on a stand-alone basis.

7

Is RUCO filing testimony on rate consolidation and rate design in this

9

10

11

12

proceeding?

Yes. RUCO Director Jodi A. Jericho, Esq. and RUCO analyst Rodney L.

Moore will provide direct testimony on RUCO's rate consolidation policy

and RUCO's recommended rate designs respectively. I

13

14

15

16

17

18

19

How is your supplemental direct testimony organized?

My supplemental direct testimony contains five parts: the introduction that

I have just presented, a summary of RUCO's recommendations on a

stand-alone basis that I am about to present, a section on RUCO's stand-

alone capital structure recommendations, a section on RUCO's stand-

alone cost of debt recommendations, and, e section on the weighted costs

20 of capital for each of the three Liberty Water systems.

21

22

A.

Q.

A.

A.

Q.

2
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I

1 SUMMARY OF RECOMMENDATIONS

2

3

What are RUCO's capital structure, cost of debt and weighted average

cost of capital recommendations for BVWC, NSWC and SSWC on a

stand-alone basis?4

5

6

7

RUCO is recommending the following capital structure, cost of debt and

weighted average cost of capital recommendations for BVWC, NSWC and

SSWC on a stand-alone basis:

8

9 Bella Vista Water Company

10 BVWC Capital Structure - For BVWC, I am recommending that the

11

12

13

Commission adopt BVWC's proposed capital structure, which is

comprised of 27.76 percent long-term debt and 72.24 percent common

equity.

14

15

16

17 I

I

BVWC Cost of . De_p_'g -  For BVW C, I  am recommending that the

Commission adopt the Company-proposed cost of debt of 6.27 percent,

which is the average weighted cost of debt of BVWC's various loans.

18

19

20

21

22

23

BVWC Weighted Average Cost of Capital - Based on the results of my

recommended capital structure, I am recommending an 8.24 percent cost

of capital for Bvwc, which is the weighted cost of my recommended 6.28

percent cost of long-term debt and my recommended 9.00 percent cost of

common equity. My recommended weighted average cost of capital for

A.

Q.

3
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1 BVWC is 253 basis points lower than the 10.77 percent weighted average

2 cost of capital being proposed by the Company.

3

4 Northern and Southern Sunrise Water Companies

5

6

7

8

9

NSWC and SSWC Capital Structures -. I am recommending that NSWC's

and SSWC's proposed capital structures. which are comprised of 100

percen t  common equ i t y  be  re jec ted  by  the  ACC and  tha t  my

recommended hypothetical capital structures, which are comprised of 80

percent common equi ty and 40 percent debt, be adopted by the

Commission.10

11

12 NSWC and SSWC Costs of Debt For both NSWC and SSWC, I am

13
I

14

15

15

recommending that the Commission adopt a hypothetical cost of debt of

6.26 percent, which is the average weighted cost of debt of eight publicly

traded water companies that are followed by securities analysts with The

Value Line Investment Survey.

17

18 NSWC and SSWC Weighted Average Costs of Capital - Based on the

19

20

21

22

23

results of my recommended hypothetical  capital  structures, I am

recommending a 7.90 percent cost of capital for both NSWC and SSWC,

which is the weighted cost of my recommended costs of common equity

and hypothetical debt, My recommended 7.90 percent weighted average

costs of capital for NSWC and SSWC are 490 basis points lower than the

4
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1 12.80 percent weighted average costs of capital being proposed by

NSWC and SSWC.2

3

4 CAPITAL STRUCTURE

5 Bella Vista Water Company

6

7

8

Please describe BVWC's proposed capital structure.

BVWC's proposed capital structure is comprised of 72.24 percent

common equity and 27.76 percent long-term debt.

9

10

11

12 A.

13

14

15

16

17

18

19

20

21

How does BVWC's capital structure compare with the capital structures of

the water and gas utilities that comprise your samples?

BVWC's capital structure, comprised of 72.24 percent equity capital is

clearly heavier in equity than the capital structures of the water and gas

utilities in my samples and would be perceived by investors as having

lower risk overall. The lower level of debt in the Company's capital

structure would indicate lower financial risk and would justify a downward

adjustment to the cost of common equity derived from my sample

companies that had average capital structures of approximately 49.00

percent common equity and 51.00 percent debt in the case of water, and

approximately 54.00 percent equity and 46.00 percent debt in the case of

natural gas.

22

23

A.

Q.

Q.

5
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1

2

3

4

5

6

7

8

9

10

11

12

13

Why have you decided not to recommend a hypothetical capital structure

for B\ANC given the fact that BVWC's capital structure contains less debt

than the utilities in your sample?

As I explained in my direct testimony filed on April 12, 2010, in recent

years I have attempted, for the most part, to recommend hypothetical

capital structures for utilities that have extreme levels of debt or equity in

their capital structures. In the case of Liberty Water systems I have

recommended hypothetical capital structures in cases where imprudent

capital structures comprised of 100 percent equity were being proposed.

While a higher level of lower cost debt would be desirable for BVlNC, I

believe that the fact that my recommended capital structure, which is

comprised of 21.08 percent long-term debt, eliminates the need for a

hypothetical capital structure in this case.

14

15

16

17

Did you make any direct downward adjustment to your recommended cost

of common equity that takes into consideration the higher level of equity

contained in the Company-proposed capital structure?

18 No. While a good argument could be made for such an adjustment, I

19

20

believe my recommended 9.00 percent cost of equity would cover any

investor concerns regarding unique business risk associated with BVWC.

21

22

23

Q.

A.

Q.

6
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I

1 Northern and Southern Sunrise Water Companies

2

3

4

Have you reviewed both NSWC's and SSWC's testimony regarding their

proposed capital structures?

Yes, I have.

5

6 Please describe the capita! structures being proposed by NSWC and

7 SSWC.

8 Both NSWC and SSWC are proposing capital structures comprised of 100

g percent common equity.

10

11

12

13 .A.

Are the capital structures being proposed by NSWC and SSWC in line

with industry averages?

No. The capital structures being proposed by NSWC and SSWC are

14 comprised entirely of equity as opposed to the capital structures of the

15

16

17

other water companies included in my cost of capital analysis (Schedule

WAR-9, direct testimony filed on April 12, 2010). The capital structures for

those utilities averaged 51 .4 percent for debt and 48.6 percent for equity.

18

19

20

In terms of risk, how do the capital structures proposed by NSWC and

SSWC compare to the water utilities in your sample?

21 A. The water utilities in my sample, from which I derived an estimated cost of

22

23

common equity of 9.00 percent versus the Company-proposed 12.80

percent, would be considered as having a higher level of financial risk (i.e.

A.

A.

Q.

Q.

Q.

Q.

7
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1

2

3

4

5

6

7

8

9

10

11

12

the risk associated with debt repayment) because of their higher levels of

debt. The additional financial risk due to debt leverage is embedded in the

cost of equities derived for those companies through the DCF analysis.

Thus, the cost of equity derived in my DCF analysis is applicable to

companies that are more leveraged and, theoretically speaking, riskier

than utilities such as NSWC and SSWC, which have no debt in their

capital structures. In the case of a publicly traded company, like those

included in my proxy, a company with NSWC's and SSWC's levels of

equity would be perceived as having extremely low to no financial risk and

would therefore also have a lower expected return on common equity.

Because of this, I believe a hypothetical capital structure that produces a

lower weighted cost of common equity is warranted for both NSWC and

13 SSWC.

14

15 Q.

16 IA_

What capital structure are you recommending for both NSWC and SSWC?

I am recommending a hypothetical capital structure comprised of 60

17 percent equity and 40 percent debt for both NSWC and SSWC.

18

19 Has the Commission addressed the issue of capita! structures comprised

20

21

22

23

of 100 percent common equity in prior cases?

Yes. This issue was addressed in a prior Gold Canyon Sewer Company

("Gold Canyon") case in which the Commission adopted both a

hypothetical capital structure and a hypothetical cost of debt in order to

A.

Q.

8
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1

2

3 1
4

5

6

7

8

9

10

remedy a capital structure comprised of 100 percent common equity (Gold

Canyon is also owned by Liberty Water). In Decision No. 70662, dated

December 23, 2008, the Commission stated the following: We agree with

RUCO's hypothetical structure of 40 percent debt and 60 percent equity. A

capital structure comprised of 100 percent equity would be viewed as

having little to no financial risk. The proposed capital structure adopted by

the Commission will bring the Company's capital structure and weighted

cost of capital in line with the industry average and it will result in lower

rates for the customers of the system. We therefore adopt a hypothetical

capital structure of 40 percent debt and 60 percent equity.

11

12 I

13

14

15

16

Why are you recommending a higher 60 percent level of equity for both

NSWC and SSWC in your hypothetical capital structure than the average

49.6 percent level of equity of your sample companies?

My hypothetical capital structure takes into account any perceived

additional business risk that both NSWC and SSWC may face and for that

17 reason I believe a higher level of equity is reasonable.

18

19 COSTOF DEBT

20 Bella Vista Water Company

21

22

Have you reviewed the various debt instruments that comprise the long-

term debt in BVWC's capital structure?

23 Yes.

Q.

A.

A.

Q.

9
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1

2

3

4

What cost of long-term debt are you recommending for BVWC?

I am recommending that the Commission adopt the 6.27 percent cost of

debt being proposed by BVWC, which is the average of the weighted

costs of BVWC's various loans agreements.

5

6 Northern and Southern Sunrise Water Companies

7 Are you recommending a hypothetical cost of debt for both NSWC and

SSWC?8

9 Yes.

10

11 What hypothetical cost of debt are you recommending for both NSWC and

SSWC?12

13 i am recommending a hypothetical cost of debt of 6.26 percent for both

NSWC and SSWC.

I

I

14

15

16 How did you determine your hypothetical cost of debt for NSWC and

17 SSWC?

18

19

20

21

22

23

As can be viewed on page 2 of Schedule WAR-1 for both NSWC and

SSWC, my recommended 6.26 percent hypothetical cost of debt is an

average of the weighted costs of long-term debt of seven publicly traded

water utilities followed by Value Line analysts. Three of these water

utilities are the same ones that I described in my direct testimony filed on

April 11, 2010, and were used in my DCF and CAPM analyses. Three of

Q.

A.

Q.

A.

Q.

A.

A.

Q.

10
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1

2

3

4

the remaining four (Connecticut Water Service, Inc., Middlesex Water 2

Company, and SJW Corp.) are ones that l noted earlier in my testimony

that were included in the Company's proxy. The seventh water utility,

York Water Company, is also followed in Value Line's Small & Mid-Cap

5 Edition.

6

7 Is your recommended hypothetical cost of debt for NSWC and SSWC

similar to BVWC's cost of debt?8

9 Yes. The 6.26 percent hypothetical cost of debt that I am recommending

10 for NSWC and SSWC is only one basis point lower than BVWC's 6.27

11 percent cost of debt.

12

13 Q.

14

Why do you believe your recommended 6.26 percent hypothetical cost of

debt for NSWC and SSWC is reasonable given the recent turbulence in

15 the financial markets?

16

17

18

19

20

21

22

23

My recommended 6.26 percent hypothetical cost of debt is falls within the

current yields of A-rated and Baa/BBB-rated util ity bonds that was

reported in the Apri l  23, 2010 Value Line Selection and Opinion

publication (Attachment A). In addition to this, Arizona Water Company,

the second largest water provider in the state, privately placed $35 million

in bonds at a stated rate of 6.67 percent on the first day of September

2006 during a period when the yield on Baa/BBB-rated utility bonds

averaged 6.63 percent. Given Liberty Water's parent company's ability to

A.

Q.

A.

11
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1

2

3

4

5

access capital, it is reasonable to believe that Algonquin Power gt utilities

Corp. can obtain debt at a cost in the A-rated to Baa/BBB-rated range of

5.89 percent to 6.35 percent stated above, I believe, for the reasons

stated above, my recommended 6.26 percent hypothetical cost of debt is

reasonable and there is no need for additional basis point adjustment.

6

7

8

How does your recommended 6.26 percent hypothetical cost of debt for

NSWC and SSWC compare to the weighted costs of debt of other Arizona

g water providers?

10 In its most recent rate case before the Commission, Arizona-American

11 1

12

13

14

t5

Water Company, the largest investor owned water utility in the state, had a

weighted cost of debt of approximately 5.50 percent. Arizona Water

Company's weighted cost of debt as of the last quarter of 2008 was 6.83

percent. The midpoint of these two figures is 6.17 percent which is 9

basis points lower than my recommended 6.26 percent hypothetical cost

of debt.16

17

18 WEIGHTED AVERAGE cosT OF CAPITAL

19 Bella Vista Water Company

20

21

What weighted average cost of capital are you recommending for BVWC?

I am recommending an 8.24 percent weighted average cost of capital for

22 BVWC.

23

Q.

A.

A.

Q.

12
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1

2

3

4

How does the Company's proposed weighted cost of capital compare with

your recommendation?

BVWC has proposed a weighted average cost of capital of 10.77 percent

which is 253 basis points higher than the 8.24 percent weighted cost that I

5 My cost of capital recommendation for BVWC is

6

7

am recommending.

consistent with the one that I made for Liberty Water's Litchfield Park

Service Company in a case that is now pending before the Commission.

8

9 Northern and Southern Sunrise Water Companies

10 Q. What weighted average cost of capital are you recommending for both

NSWC and SSWC?11

12 A.

13 1

I am recommending a 7.90 percent weighted average cost of capital for

both NSWC and SSWC.

14

15

to

17

18 1

19

20

21

How does the weighted average cost of capital being proposed by NSWC

and SSWC compare with your recommendation?

Both NSWC and SSWC have proposed weighted average costs of capital

of 12.80 percent which reflects the total absence of debt financing in their

proposed capita! structures. The proposed weighted average cost of

capital of 12.80 percent for both NSWC and SSWC is 490 basis points

higher than the 7.90 percent weighted average cost of capital that I am

22 point  out  that  my cost  of  capi ta l

23

recommending. I  would also

recommendations for NSW C and SSW C are consistent wi th the

A.

Q.

Q.

A.

13
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1 recommendations that I made in Liberty Water's Gold Canyon, Black

2 Mountain Sewer Corporation, and Rio Rico Utilities, Inc. rate cases.

3

4

5

6

Does your silence on any of the issues, matters or findings addressed in

the rebuttal testimony of any of the witnesses for BVWC, NSWC or SSWC

constitute your acceptance of their positions on such issues, matters or

7

8

findings?

No, it does not.

9

10

11

Does this conclude your supplemental direct testimony on the stand-alone

cost of capital issues for BVWC, NSWC and SSWC?

12 A. Yes, it does.

A.

Q.

Q.

14
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5.80
6.10
6.1 5
5.85

Federal Reserve Data

the Last...

52 Wks.

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period in Mi l l ions, Not 5ea5ona Hy Adjusted)

Recent Levels

3/24/10
1103634

88326
1015308

4/7/10
1093777

84524
1009253

Change
-9857
-3802
-6055

Average

12 Wks.
1105760

113453
992307

levels Over

26 Wks.
1072867
168251
904616

937535
295198
642338

MI (Currency+demal1d deposits)
MY (M1+savings+small time deposits)

MON EY SUPPLY
(One-Week Period in Billions, SeasonaHyAdjusted)

Recent levels

3/22/10
1718.9
8502.5

3/29/10
1 719.7
8490.8

Change
0.B

» 11 ,7

Growth Rates Over the Last,..

3 Mos. 6 Mos. 12 Mos.
5_7% 7.6% 10.4%

_2.0% 0.3% 1.5%

©2010, Value Line Pubiishtng, Inc. AH rights reserved. Factual material ts obtained from sources beiieued to be reliable and is provided without wananties of any kind. THE PUBLISHER
tS NOT RESPONSIBLE FDR ANY EHRORS OR OMISSIONS HEREIN,This publication is strictly lot subscribers own, non-comrnercial, imemat use. No part of it may he reproduced,
res rid, sored or transmitted in any primed, electronic or other iurm, or used tor generating or marketing any primed Ur electronic publication, service or product.
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1 INTRODUCTION

2

3

4

5

Please state your name, position, employer and address.

My name is Rodney L. Moore. I am a Public Utilities Analyst v with the

Residential Utility Consumer Office ("RUCO"), located at 1110 West

Washington Street, Suite 220, Phoenix, Arizona 85007.

6

7 Q.

8

Have you previously filed testimony regarding this docket?

Yes. I filed direct testimony in this docket on April 12, 2010.

9

10 Q.

11

What is the purpose of your supplemental direct testimony?

My supplemental direct testimony has three components. First, I will

12

13

14

15

16

17

18

address Bel la Vista's appl ication on a stand-alone basis with an

accompanying set of separate schedules for each of the three Companies

(BVWC, NSWC and SSWC) to reflect the impact of RUCO's adjustments

on the individual systems. Second, I will provide stand-alone rate designs

and prove that those rate designs will produce RUCO's recommended

revenues. Also an analysis of a typical residential bill for BVWC, NSWC

and SSWC has been included. Finally, I will provide an alternative

19

20

consolidated rate design, consolidated proof of revenue and consolidated

typical bill analysis for the Commission's consideration.

21

22

23

To support RUCO's position in this supplemental direct testimony,

Schedules numbered RLM-1 through RLM-14, RLM-RD1 and RLM-RD2

A.

A.

Q.

2
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have been prepared for each Company (BVWC, NSWC and SSWC), plus

a consolidated rate design numbered RLM-RD1 and RLM-RD2 is also

included in this rate case proceeding

5 SUMMARY OF ADJUSTMENTS

6 Q

8 A

10

11

Please summarize the adjustments to rate base, operating income and

revenue requirement addressed in your supplemental testimony

My supplemental testimony addresses RUCO adjustments previously

identified in direct testimony filed on April 12, 2010 to reflect their impact

on each of the three Companies (BVWC, NSWC and SSWC) individually.

The issues previously discussed by RUCO on April 12, 2010 are as

12 follows:

13 Rate Base

14
I

15

Post Test Year Gross Plant-In-Service and Accumulated Depreciation -

This adjustment reflects changes in recorded plant costs from budget to

the actual amounts in BVWC.16

17

18

Qustomer Deposits - This adjustment reflects updated information to

decrease meter deposits in BVWC and NSWC.

19 Accumulated Deferred Income Taxes - RUCO witness Timothy Coley will

20 sponsor this adjustment for BVWC, NSWC and SSWC.

21

22

23

3
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1 Operating Income

2

3

Test Year Depreciation Expense - This adjustment corrects a Company

calculation error by including all depreciation expenses in the summation

4 for BVWC.

5

6

7

Propertv Tax Expense - This adjustment reflects property tax expense

based on RUCO's calculation of adjusted and proposed operating

revenues for BVWC, NSWC and SSWC.

8 Miscellaneous Operatintl ExDenses These adjustments remove

9

10

unnecessary operating expenses not required for the provisioning of water

service and/or remove test year expenses deemed atypical and non-

11

12

recurring in BVWC.

Central Office Cost Allocations - RUCO witness Timothy Coley wil l

13

14

15

sponsor this adjustment for BVWC, NSWC and SSWC.

Rate Case Expense - This adjustment is based on RUCO's determination

of the fair and reasonable cost to ratepayers for this application process

16

17

to

for BVWC, NSWC and SSWC.

Income Tax Expert - This adjustment reflects income tax expenses

calculated on RUCO's recommended revenues and expenses for BVWC,

19 NSWC and SSWC.

20

21

22

23

4
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1 STAND-ALONE REVENUE REQUIREMENTS

2 Q Please summarize the results of RUCO's analysis of the Company's filing

and state RUCO's recommended revenue requirement.

4 A As outl ined in Schedule RLM-1, on a stand-alone basis RUCO is
4

recommending that the Comparly's revenue requirement not exceed the

6 following levels:

7
8
9

10
11

BVWC
NSWC
SSWC

COMPANY
$4,484,734

$448,011
$753,226

RUCO
$3,926,801

$359,250
$379,025

DIFFERENCE
($557,933)
($88,761 )

($374,201)

12

13

14

On a stand-alone basis, RUCO's recommended increase in Fair Value

Rate Base ("FVRB") is based on the Company's Original Cost Rate Base

("OCRB") and is summarized on Schedule RLM-1 :

15
16
17
18
19

BVWC
NSWC
SSWC

COMPANY
$6-343,311

$742,658
$1 ,544,434

RUCO
$5,180,398

$689,708
$1 ,418,329

DIFFERENCE
($1,162,913)

($52,950)
($128,105)

20

21

On a stand-alone basis, RUCO's recommended required operating

income is shown on Schedule RLM-1 as:

22
23
24
25
26

BVWC
NSWC
SSWC

COMPANY
$683,175
$95,060

$197,688

RUCQ
$427,120
$54,515

$112,105

DIFFERENCE
($256,055)

($40,545)
($85,583)

27

28

29

5
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On a stand-alone basis, RUCO's recommended revenue requirement

percentage increase versus the Company's proposal is as follows:

COMPANY
27.19 %

133.38 %
69.59 M

RUCO
11.37 %
87.14 %
-14.66 %

DIFFERENCE
-15.82 %
-46.24 %
-84.22 %

Schedule RLM-1 presents the calculation of RUCO's recommended

revenue requirement

10

11 STAND-ALONE RATE BASE

12 Rate Base Adjustment No. 1 - Post Test Year Gross Plant-ln-Service and

Accumulated Depreciation

Please indicated where your adjustment to the post test year gross plant-

in-sewice and the accumulated depreciation is explained.

My analysis is explained in my previously filed direct testimony starting on

page 8, line 17 and relates specifically to an adjustment to reflect actual

costs incurred

As shown on BVWC's Schedule RLM-3, column (B), and with supporting

I

Schedule RLM-4, these adjustments decrease gross utility plant in service

by $1,940 and accumulated depreciation by $3,610 for a net reduction in

the adjusted test year rate base of $5,550.
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Rate Base Adiustment No. 2 - Customer Deposits

2 Q Please indicated where your adjustment to the customer deposits is

explained

4 A My analysis is explained in my previously filed direct testimony starting on

page 9, line 10 and relates specifically to a reduction in customer deposits.

As shown on BVWC's Schedule RLM-3 column (C), this adjustment

increased the adjusted test year rate base by $121 ,861 ,

Rate Base Adjustment No. _3_- Acgumula19gj_Deferred _[ncQme Taxes

11 Please indicate where this adjustment to accumulated deferred income

to

13

14

taxes was analyzed by RUCO.

This adjustment is sponsored by RUCO witness Timothy Coley, please

refer to his previously filed testimony starting on page 4, line 19 for

t5 clarification.

16

17

18

19

20

21

Please explain how RUCO determined the allocation factor to

appropriately determine the accumulated deferred income tax allocation to

each individual Company.

Mr. Coley computed the allocation factor by calculating the ratio of the

Company's "customer counts" for each system to the total combined

22 customer count of the Company.

23

A.

Q.

A.

Q.

7
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1 Based on Mr. Coley's testimony and as shown on BVWC's, NSWC's and

2 SSWC's Schedule RLM-3, column (D), and with supporting Schedule

3 RLM-5 this adjustment decreased their adjusted test year rate base by

4 $1 ,279,224, $52,949 and $126,105, respectively.

5

6 STAND-ALONE OPERATING INCOMES

7 Operatinq Income Adjustment No. 1 - T_Q_st Ygag D_9p_r_ecia1lon_§x_Der;se

8 Q. Please indicated where your adjustment to the test year depreciation

g expense is explained.

10 My analysis is explained in my previously filed direct testimony starting on

11 page 10, line 20 and relates specifically to a Company computation error.

to

13

14

15

As shown on BVWC's Schedule RLM-7, column (B), with supporting

documentation on Schedule RLM-8, this adjustment increased the

adjusted test year operating expenses by $32,214.

16

17

18

19

20

21

Operating Income Adiustmerlt No. 2 - Property Tax Computation

Please indicated where your adjustment to the property taxes is explained .

My analysis is explained in my previously filed direct testimony starting on

page 11, line 5 and relates specifically to RUCO's lower level of adjusted

and proposed operating revenues.

22

23

A.

A.

Q.

8

I
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As shown on BVWC's. NSWC's and SSWC's Schedule RLM-7. column

(C), with supporting documentation on Schedule RLM-9 this adjustment

decreased their adjusted test year operating expenses by $6,877, $1 ,172

and $175,308, respectively

Operatinq Income Adjustment No. 3 - Miscellaneous Expense

Please indicated where your adjustment to the miscellaneous expense is

explained

My analysis is explained in my previously filed direct testimony starting on

page 11, line 20 and relates specifically to the removal of unnecessary

expenditures for charitable donations and a Company Christmas party.

As shown on BVWC'S Schedule RLM-7, column (D), with supporting

documentation on Schedule RLM-10, this adjustment decreased test year

expenses by $2,500

Operatinq Income Adjustment No. 4 - Central Office Cost Allocations

Please indicate where this adjustment to the allocation of central office

costs was analyzed by RUCO

This adjustment is sponsored by RUCO witness Timothy Coley, please

refer to his previously filed testimony starting on page 25, line 18 for

clarification

I

I
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1 Please explain how RUCO determined the allocation factor to

2 appropriately determine the central office cost allocations to each

3 individual Company.

4 Mr. Coley computed the allocation factor by calculating the ratio of the

5 Company's "customer counts" for each system to the total combined

6 customer count of the Company.

7 1

8

9

10

11

Based on Mr. Coley's testimony and as shown on BVWC's, NSWC's and

SSWC's Schedule RLM-7, column (E), and with supporting Schedule

RLM-11 this adjustment decreased their adjusted test year rate base by

$127,133, $5,262 and $12,53, respectively.

12

13

14

Qperatinq Income Adiustment No. 5 - Rate Case Expense

Please indicated where your adjustment to rate case expenses is

15

16

17

18

explained.

My analysis is explained in my previously filed direct testimony starting on

page 13, line 1. I decreased rate case expenses based on my analysis of

the Company's actual and estimated costs associated with this

19 proceeding.

20

21

22

23

Q.

A.

A.

Q.

10
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1 Q Please explain how RUCO determined the allocation factor to

appropriately assess rate case expenses to each individual Company.

I computed the allocation factor by calculating the ratio of the Company's

request rate case expenses for each system to the total aggregate amount

of rate case expenses estimated by the Company

As shown on BVWC's. NSWC's and SSWC's Schedule RLM-7, column

(F) and supporting Schedule RLM-12, this adjustment decreased their

adjusted test year expenses by $49,333, $8,693 and $8,640, respectively.

I

12

Operating Income Adjustment No. 6 - Income T8 x<.8_s

Please indicated where your adjustment to income taxes is explained .

My analysis is explained in my previously filed direct testimony starting on

page 14, line 8 and relates speoificaily to RUCO's reduced revenue

requirements

As shown on BVWC's. NSWC's and SSWC'S Schedule RLM-7, column

(H) and supporting Schedule RLM-13, this adjustment increased their

adjusted test year expenses by $67,106, $11,580 and $43,195,

Q.

respectively



Supplemental Direct Testimony of Rodney L. Moore
Bella Vista Water Company, Inc
Docket No. W-02453A-09-0414 et al

1 STAND-ALONE COSTS OF CAPITAL

Has RUCO conducted separate cost of capital analysis for BVWC, NSWC

and SSWC?

Yes. RUCO witness William A. Rigsby has filed testimony on the cost of

capital issues associated with the case. His recommended stand-alone

capital structure and weighted average cost of capital is exhibited on

BVWC's. NSWC's and SSWC's Schedule RLM-14

9 STAND-ALONE RATE DESIGNS

Please explain RUCO's stand-alone rate designs

RUCO is recommending a stand-alone rate design that is generally

consistent with the Company's proposed stand-alone rate design

However, my rate design reflects RUCO's recommended revenue

requirements and provides proof that the design wil l  produce the

appropriate revenue requirements

Please explain your contribution to RUCO's recommended rate designs

I was responsible for producing an accurate set of bill determinants (i.e

test-year customer bill counts, gallons of water consumed), I a in

agreement with the bill determinants normalized by the Company. My

recommended bill determinants are an integral part of the rate designs

presented on Schedules RLM-RD1

12
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1 Does RUCO support the Company's request to consolidate operations

2 and the transfer of utility assets of Bella Vista Water Company, Inc.,

3 Northern Sunrise Water Company, Inc. and Southern Sunrise Water

4 Company, Inc. into Bella Vista Water Company, Inc.?

5 RUCO supports stand-alone rates. As explained in the direct testimony of

6 RUCO Director Jodi Jericho, RUCO recommends rate designs on a stand-

7 alone basis, but will not object to consolidation, if the Commission

8 determines that such a rate design is in the public interest.

9

10

11

12

Please refer to the supplemental direct testimony filed by RUCO Director

Jodi Jericho for the rationale and analysis of public policy regarding

RUCO's position on rate design recommendations.

13

14 STAND-ALONE PROOF OF RECOMMENDED REVENUES

15 Have you prepared a Schedule presenting proof of your recommended

revenue?16

17

18

19

Yes, I have. Proof that my recommended stand-alone rate designs will

produce the recommended required revenue as illustrated, is presented

also on Schedule RLM-RD1 .

20

21

22

23

A.

A.

Q.

Q.

13
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1 STAND-ALONE TYPICAL BILL ANALYSIS

2

3

Have you prepared a Schedule representing the financial impact of

RUCO's recommended stand-alone rate design on the typical residential

4 customer?

5 Yes. A typical bill analysis for residential customers with various levels of

6 usage is presented on Schedule RLM-RD2. The stand-alone rate designs

will affect customers of BVWC, NSWC and SSWC differently.7 I

8

9 Please describe the financial impact of RUCO's rate design on the

10

11

12

13

14

15

16

17

average BVWC residential customer.

RUCO'S rate designs propose a basic service charge for residential

customers of BVWC with a 5/8" X 3/4" meter of $18.10 (versus $18.46

proposed by the Company) and commodity charges of $1.3341 per

thousand gallons for the first 4,000 gallons, $1 .9445 per thousand gallons

for the next 6,000 gallons and 852.2932 per thousand gallons for all usage

above 10,000 gallons (versus $1.5300, $2.2300 and $2.6300, proposed

respectively by the Company).

18 I

19

20

21

22

For residential customers of BVWC with a 5/8" X 3/4" meter and average

consumption of 6,612 gallons, RUCO's rate design provides for a $3.04 or

15.70 percent increase, which is a decrease of $4.47 or 59.52 percent

over the Company's requested $7.51 or 32.79 percent increase.

23

A.

Q.

A.

Q.

14
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1 Please describe the financial impact of RUCO's rate design on the

average NSWC residential customer

RUCO's rate designs propose a basic service charge for residential

customers of NSWC with a 5/8" X 3/4" meter of $60.35 (versus $75.39

proposed by the Company) and commodity charges of $3.8902 per

thousand gallons for the first 4,000 gallons, $4.6907 per thousand gallons

for the next 6,000 gallons and $5.6112 per thousand gallons for all usage

above 10,000 gallons (versus $4.8B00, $58600 and $7.0100, proposed

respectively by the Company)

For residential customers of NSWC with a 5/8" X 3/4" meter and average

consumption of 5,755 gallons, RUCO's rate design provides for a $41.06

or 95.33 percent increase, which is a decrease of $20.98 or 33.82 percent

over the Company's requested $62.04 or 144.02 percent increase

Please describe the financial impact of RUCO's rate design on the

average SSWC residential customer

RUCO's rate designs propose a basic service charge for residential

customers of SSWC with a 5/8" X 3/4" meter of $26.96 (versus $54.37

proposed by the Company) and commodity charges of $17406 per

thousand gallons for the first 4,000 gallons, $2.1126 per thousand gallons

for the next 6,000 gallons and $26828 per thousand gallons for all usage

Q.

15



Supplemental Direct Testimony of Rodney L. Moore
Bella Vista Water Company, Inc
Docket No. W-02453A-09-0414 et al

above 10,000 gallons (versus $3.5100, $42600 and $5.4100, proposed

respectively by the Company)

For residential customers of SSWC with a 5/8" X 3/4" meter and average

consumption of 5,581 gallons, RUCO's rate design provides for a $5.33 or

12.52 percent decrease, which is a decrease of $37.88 or 116.37 percent

over the Company's requested $32.55 or 76.41 percent increase.

8

9 CONSOLIDATED RATE DESIGN

10

11

12

Please explain RUCO's position on consolidated rate design.

RUCO will not oppose consolidated rates if the Commission finds that such

rate design is in the public interest.

13

14

15

16

17

18

Therefore, RUCO is providing an alternative consolidated rate design that

is generally consistent with the Company's proposed consolidated rate

design, but reflects RUCO's recommended revenue requirements and

provides proof that the design will produce the appropriate revenue

requirements.

19

20

21

22

23

A.

Q.

'IG

i



Supplemental Direct Testimony of Rodney L. Moore
Bella Vista Water Company, Inc
Docket No. w-02453A-09-0414 et al

1 CONSOLIDATED PROOF OF RECOMMENDED REVENUE

2 Q Have you prepared a Schedule presenting proof of your recommended

revenue?

4 A Yes, I have. Proof that my recommended consolidated rate design will

produce the recommended required revenue as illustrated, is presented

also on Schedule RLM-RD1

8 CONSOLIDATED TYPICAL BILL ANALYSIS

g

10

Have you prepared a Schedule representing the financial impact of

RUCO's consolidated rate design on the typical residential customer?

11 Yes. A typical bill analysis for residential customers with various levels of

12 usage is presented on Schedule RLM-RD2.

13

14 The consolidated rate design will affect customers of BVWC, NSWC and

15 SSWC differently.

16

17

18

19

20

21

22

23

RUCO'S rate designs propose a basic service charge for residential

customers of BVWC with a 5/8" X 3/4" meter of $15.47 (versus $17.92

proposed by the Company) and commodity charges of $1.7059 per

thousand gallons for the first 4,000 gallons, $25693 per thousand gallons

for the next 6,000 gallons and $3.3464 per thousand gallons for all usage

above 10,000 gallons (versus $1.9756, $29756 and $38756 proposed

respectively by the Company).

A.

Q.

17



Supplemental Direct Testimony of Rodney L. Moore
Bella Vista Water Company, Inc.
Docket No. W-02453A.09-0414 et al.

1 Please describe the financial impact of RUCO's rate design on the

2

3

4

5

6

average BVWC residential customer.

For residential customers of BVWC with a 5/8" X 3/4" meter and average

consumption of 6,612 gallons, RUCO's rate design provides for a $6.11 or

26.69 percent increase, which is a decrease of $4.59 or 20.03 percent

over the Company's requested $10.70 or 46.72 percent increase.

7

8 Please describe the financial impact of RUCO's rate design on the

g

10

11

12

13

average NSWC residential customer.

For residential customers of NSWC with a 5/8" X 3/4" meter and average

consumption of 5,755 gallons, RUCO's rate design provides for a ($16.27)

or -37.77 percent decrease, which is an increase of $4.24 or 9.84 percent

over the Company's requested ($12.03) or -27.93 percent decrease.

14

15 Please describe the financial impact of RUCO's rate design on the

16

17

18

19

20

average SSWC residential customer.

For residential customers of SSWC with a 5/8" X 3/4" meter and average

consumption of 5,581 gallons, RUCO's rate design provides for a ($16.24)

or -38.12 percent decrease, which is an increase of $4.17 or 9.78 percent

over the Company's requested ($12.07) or -28.34 percent decrease.

21

22 Does this conclude your supplemental direct testimony?

23 Yes, it does.

A.

A.

Q.

A.

Q.

A.

Q.

Q.
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Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009
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1
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COST OF CAPITAL



Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-1
Page 1 of 2

REVENUE REQUIREMENT

COMPANY
OCRB/FVRB OCRB/FVRB

DESCRIPTION

Fair Value Rate Base 6.M3.311 5.180.398

2 94.521 181.044

3

683_175 427.120

5 10.17%

5 588.653 246.076

7 1.6285

8

Adjusted Operating Income (Loss)

Current Rate Of Return (L2I LI )

RequiredOperatingIncome (L5 X L1)

Required Rate Of ReturnOn FairValue Rate Base

Operaiing Income Deficiency (L4 - L2)

Gross Revenue Conversion Factor (RLM-1, Pg 2)

IncreaseIn Gross RevenueRequirement (L7X Le)

9 Adjusted Test Year Revenue 3.526.033

1.6286

400,768 I

3.525.033

10 4.484.734 3.925.801

11 27.19% 11.37%

12

Proposed Annual Revenue (LB + LE)

Required Percentage Increase In Revenue (LB I LE)

Rate Of Return On Common Equity 12.50% 9.00%

References
Column (A): Company Schedules A-1 and C-1
Column (B)I RUCO Schedule RLM-2, RLM-6, And RLM-14



Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-1
Page 2 of 2

REVENUE REQUIREMENT . CONT'D
GROSS REVENUE CONVERSION FACTOR

DESCRIPTION

1

2

3

CALCULATION OF GROSS REVENUE CONVERSIONFACTOR
Revenue

CombinedFederal AndState Tax Rate(L10)
Subtotal (LI + LE)

1.0000
(03860)
0.6140

4 Revenue Conversion Factor (L1 I LE) 18286 I

5
6

100.0000%
6.968»%

93.03209
M00009
31 .6309%
3B.59B9%

8
g
ID

CALCULATION OF EFFECTIVE TAX RATE
Operating Income Before Taxes (Arizona Taxable Income)
Arizona Slate Income Tax Rate
Federal Taxable Income (LE - LE)
Applicable Federal Income Tax Rate(CDI.(D), L34)
Effective Federalincome TaxRate (LT X LB)
CombinedFederal AndState Income Tax Rate (LE + LE)

181.044
11
12
13

Required Operating Income (Sch. RLM-1, Col. (B), LE)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. RLM-1, Col. (B), L2)
Required Increase In Operating Income (L11 - L12) 245.076

s14
15
16

Income Taxes On Recommended Revenue (Col. (D), L31) 211.730
Income Taxes On Test Year Revenue (Col. (D), L32) 57.038
Required Increase In Revenue To ProvideForIncome Taxes (L14 - L15) 154.692

17 Total Required Increase In Revenue (L13 + L16) 400.768

18
19

Recommended
$ 3,926,801

(3,287,951 )
(90,311 )
548.538
5_g580%

$

38.222
510.316

7

59.508

21
22
23
24
25
25
27
28
29
30
31

CALCULATION OF INCOME TAX
Revenue (Sch, RLM-1, Col. (B), L1G)

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L28 - L27)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L1B + L19 + L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 x L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax On 1st Inc. Bracket (51 - $50,000) @ 15%
Fed. Tax On 2nd Inc. Bracket ($50,001 - $T5,000) @ 25%
Fed. Tax On 3rd Inc. Bracket ($75,0IJ1 - $100.000) @ 34%
Fed. Tax On 4th Inc. Bracket ($100,001 u $335,000) @ 39%
Fed. Tax On 5th Inc. Bracket ($335,001 - $10M} @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 +
Combined Federal And State Income Tax (L23 + L30)

173.508
211.730

32 Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col. (C), L24)
RUCO Adjustment (L31 - L32) (See RLM-6, Col. (D), L24)

57.038
154.692

34 Applicable Federal Income Tax Rate {OOI. (D), L30 I Col. (C), L24) 34.00%

35
36
37

CALCULATION OF INTEREST SYNCHRONIZATION
Rate Base (Sch. RLM-2, Col (H). L15)
Weighted Avg. Cost Of Deb( (Sch. RLM-14, Col, (F), LI)
Synchronized interest (L35 X L36)

s

$

5,180,398

90_311



Belia Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-2
Page 1 of 1

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS

(B)

LINE
no.

1
DESCRIPTION

Gross Utility Plant In Service

(A)
COMPANY
AS FtLEO

OCRB/FVRB
s 25,625,205

RUCO
ADJUSTMENTS

$ (1,940)

(C)
Ruco

AS ADJUSTED
OCRB/FVRB

$ 25,523,266

2
3

Accumulated Depreciation
Net Utility Plant In Service (LI + L2)

(11 ,909,440)
13,715,765

(3,510)
(5,550)

(11,913,050)
13,710,215,

4 Advances InAidOfConst. s

$
-$""

(6,781 ,443)

$

$

$

$

$

s

s

$

(6,781 ,443)

5
e
7

Contribution In Aid Of Const,
Accumulated Amortization Of C!AC

NET CIAC (LE + Le)

(496,445)
230,909
(265,536)

(496,445)
230,909 l
(265,536)

8
g

Customer Meter Deposits
Customer Hydrant Meter Deposits

$
$

(556,325) $
$

134,361
(12,500)

$
$

(421,964)
(12,500)

10 230,850 (1 ,279,224) (1,048,374)

11

12

$

s

s

$

$

$

s

s13

Deferred Income Taxes & Credits

Unamortized Finance Charges

Deferred Regulatory Assets

AllowanceForWorking Capital

$

$

$

s

14 TOTAL RATE BASE (Sum L's a, 4, 7, 8 Thru 12) $ 6,343,311 $ (1,162,913) $ 5,180,398

References:
Column (A): Company Schedule B-2, Page 1 And W orkpapers Schedule E-1
Column (B): RLM-3, Columns (B) Thru (G)
Column (C): Column (A) + Column (B)
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Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-4
Page 1 of 1

POST TEST YEAR PLANT SCHEDULE
YEAR ENDED JUNE 30. 200B

LINE
NO

ACCT
NO ACCOUNT NAME

RUCO POST TY ADJM'TS
T/Y PLANT PLANT

AS ADJUSTED ADDITIONS RETIRMENTS

TOTAL
PLANT
VALUE

PLANT
VALUE

$ s

327.399
1.312.116

327.399
1.312.116

327.399
(388,090)

1.132.179 1.132.179 (525,150) 607.029

2.487.503
109.639

2.487.503
109.639

(2,481 ,910)
(50,073) 59.566

2.343.634 2.343.634 (812,593) 1.531.041

(8,390) 12.6%.144
1.399.781
1.491.209

892.445

8.596.269
565.043

12.600.027
1.399181
1.491 .209

892.445

(4,099.875)
(834,738)

(1,491 ,209)
(282,181) 610.264

59.551
202.929
151.264
295.224

69.551
202.929
161 .254
295.224

(5,253)
(170,545)
(117,801 )
(291,918)

64.299
32.385
43.463

124.683 (124,683)

301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330.1
330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
345
347
348

Organization Cost
Franchise Cost
Land Ann! Land Rights
Structures and Improvements
Collecting and Impounding Res
Lake River and Other Intakes
wells and Springs
Infiltration Gallen'es and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Equipment
Chemical Solution Feeders
Dist. Reservoirs 8. Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip
Of lice Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment

435.668
110.348

435_6BB
110_34B

(5,882)
(126,570)
(104,580)

309.098

35

Other Tangible Plant
Rounding
0

TOTAL WASTEWATER PLANT 5 25,527,149 $ 104,507 $ (8,390) $ 25,623,266 $ (11,913,050) s 13,710,215

36
37

Company As Filed
Difference

$ (11.909,440)
$ (3,610)

38 Ruck Adjustment (Line 37) (See RLM-3, Column (B))

25,625,206
(1 ,940)

(1,940) $ (3,610)

References
Column (A): RUCO Workpapers RLM-4-A(1)
Columns (B) (C): Testimony, RLM
Column (D): Sum Of Columns (A), (B), 81 (C)
Column (E): Sum Of WP RLM-4-A(1), Column (B) And RLM-4, Column (C)
Column (F): Column (D) + Column (E)



Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-5
Page 1 of t

ACCUMULATED DEFERRED INCOME TAXES

(A) (B)

LINE
no. DESCRIPTION REFERENCE AMOUNT -

DeferredIncomeTaxes:

1 $ 23,032,000

2

2008 AlgonquinAnnualReport

2ooa Algonquin AnnualReport

Line 1 + Line 23

Algonquin Accumulated Deferred Income Tax Assets

Algonquin Accumulated Deferred Income Tax Liabilities

Net Accumulated Deferred Income Tax Assets (Liabilities) s

4 Bella Vista Consolidated Allocation Nola (A)

Line 3 X Line 4

(106,983,000)

(83,951,000)

1.5438%

5 BellaVista ConsolidatedADIT Liabilities Allocation $ (1 ,296,D04)

0.99156 Convert to US Dollars Note (8)

Line S X Line 67 Bella VistaConsolidatedAllocated ADIT Liabilities Balance s

8 Total Consolidated ADIT as Filed by Company

Decrease In Deferred Income Tax Assets

Company Schedule C-1

Line 7 - Line 8g $

(1,2B4,949)

173,329

(1 ,458,27B)

10 Total Bella Vista Customer Count Factor Per Company

Line 9 X Line 10

0.8772

11 RUCOAdjustment(SeeRLM-3, Column (D),Line 10) (1279,224 )

12
13

NOTES:

(A) Purchase Price of BVWC, NSWC and SSWC
Algonquin Total Assets

Annual Report
Annual Report

$
s

15,100,000
978,130,000

14 Ratioof BVWC, nswc & SSWC To Algonquin Total P Line 12/ Line 13 1.5438%

15 (B) Currency Conversion moneycentralcom on 04/1/2010 0.9915

SUPPORTING SCHEDULES
2008 Algonquin Power income Fund Annual Report



Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-6
Page 1 of 1

OPERATING INCOME

COMPANY
AS

FILED
TESTYEAR

ADJM'TS
TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

$ 3,400,892 $ $ 3,400,892 $ 400,768 $ 3.801.680

DESCRIPTION
Revenues

Flat Rate Revenues
Misc. Service Revenues
Other WW Revenues
TOTAL OPERATING REVENUE

125.141
400,768 $

125.141
3,926,801

561.094 561 .094

36.932 38.932

Operating Expenses
Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials 8. Supplies
Outside Services
Outside Services-Legal
Outside Services- Other
Water Testing
Equipment Rental

35.245
1.258.045

18.805
(t27,133) 1.130.913

18.805

35.245
1.130.913

60.600
78.117
38.930

50.600
78.111
38.930

60.600
78.117
38.930

34.000
63.466

34.000
65.968

(49,333)
(2,500)

Transportation Expenses
Insurance - General Liability
Insurance - Health and Llfe
Reg. Comm. Exp
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

1.009.435 32.214 1.041.649 1.041.649

159.659
(10,068)

(6,877)
67.106

152.782
57.038 154.692

152.782
211,730

TOTAL OPERATING EXPENSES 3,431,512 $ (86,523) $ 3,344,989 s 154,692 $ 3.499.681

OPERATING INCOME (LOSS)

$

s 94.521 $ 181.044 $ 427,120

References
Column (A): Company Schedule C-1
Column (B): RLM-7, Columns (B) Thru (H)
Column (C): Column (A) + Column (B)
Column (D): Revenue From RLM-1, Column (B), Line 8 And Income Tax From RLM-1, Column (B), Line 8 - Line 6
Column (E): Column (C) + Column (D)
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Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-8
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
TEST YEAR DEPRECIATION EXPENSE

TOTAL APPROVED

DEPRECIATIONLINE ACCT
ACCOUNT NAME VALUE

TEST YEAR

DEPRECIATION
EXPENSE

327.399
311.116

0.00%
0.00%

43.693

1.132.179 3.33% 37.702

2.487.503
109.539

310.938

2.343.534

2.00%
5.00%
12.50%
3.33%
3.33%
20.00%
2.22% 52.029

5.00%
12.896.144
1.399.781
1 .491 .209

892.445

253.923
46.613

124.218
2.00%
6.67%

69.551
202.929
161.254
295.224

20.00%
20.00%

32.253

124.683
10.009

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Equipment
Chemical Solution Feeders
Dist. Reservoirs 8 Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant
Rounding

31
435.558
110.348

10,009
10,D[}%
10,00%

43.567
11 .035

35 TOTAL WASTEWATER PLANT 25.623266 1.062.500

36 (495,445) 4.2001%

37

Amortizations of CIAC(RLM-2, Col. (CL Line5)

TOTAL DEPREClAT!ONEXPENSE (Line 35 + Line 35)

(20,851 )

1.041 .649

38 1.009.435

39 32

40

Test Year Depreciation Expense As Filed (Co. Sch. C-1)

Increase In Depreciation Expense (Line 37 - Line 37)

RIJCO Adjustment (Line 39) (See RLM-7, Column (B), Line 25) 32.214

References: Column (A): RLM-4, Column (E)
Column (B): Company Schedule "C-2p1 Dept
Column (C): Column (A) X Column (B)



Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0-14 et al
Test Year Ended March 31. 2009

Schedule RLM-9
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
PROPERTY TAX COMPUTATION

(A) (5)
LINE

DESCRIPTION REFERENCE AMOUNT TOTAL

Calculation Of The Company'sFurl Cash Value

$1
2
3
4
5

Annual OperaUngRevenues,
Adjusted Revenues In Year Ended December 2007
Adjusted RevenuesIn Year EndedDecember2007
Proposed Revenues

Total Three Year Operating Revenues
Average AnnualOperating Revenues

Sm RLM-8, Col (C). Lm 4
Sch. RLM-B. Col (c). Ln 4
Sch. RLM-6, Col (E). Ln 4

Sum Of Lines 1, 283
Line 4 I 3

$

3,526,033
3,526,033
3,926,801

10.978.867
3,559,622

6 Two TimesThreeYear AverageOperating Revenues Line 5X2 $ 7,319,245

7
8

ADDI
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP
10% Of CWlP

Co. Sch. E-1
Line 7 X 10%

as 379,887
5 37,989

g
10
11

SUBTRACTS
Transportation A! Book Value:

Original Cost Of Transportation Equipment
Acc.Dap.Of Transportation Equipment

Book Value Of Transportation Equipment

RLM-4, Col.(E), Lm 26
RLM-4. col. (F). Ln 26

Line g+ Line 10

$ 295,224
(291 ,918)

12 Company's Full Cash Value ("FCV") Sum Of Lines B, B 8.11

$

$

(3,305)

7.353.928

Calculation Of The Company's Tax Liabiiityi

13
14

MULTIPLYz
FCV X valuation AssessmentRatio X Property Tax Rates:
Assessment Ratio

Assessed Value
House Bill 2779

Line 12 x Line 13 $
21.0%

1,544,325

15
LB
17

Property Tax Rates:
Primary Tax Rate - 2009 Tax notice
Secondary Tax Rate - 2009 Tax Notice

Estimated Tax Rate Liability

Co. Sch. C-2, Pg 3
Co. Sch. C-2, Pg 3

Line 15 + Line 15

9.8053%
0.0000%

9.81%

t8
19
20

Company's Tax Liability - Based On Full Cash Value
Company's Tax on Parcels
Compares Total Tax Liability

Line 14 x Line 17
Co. Sch. C-2, Pg 3

Line 18 + Line 19

$
$
$

151,425
1,357

152,782

21
22

Test Year Adjusted Property Tax Expense As Filing
Increase In Property Tax Expense

Co. Sch. C-1, Line 36
Line 20 - Line 21 s

159,659
(6,877)

23 RUCO Adjustment (See RLM-7, Column (C). Line 27) Line 22 s (6,877)



Bella vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-10
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 3
DISALLOWANCE OF MISCELLANEOUS EXPENSES

DESCRIPTION REFERENCE TOTAL

Disallowed Miscellaneous Expenses
Bella Vista Water Company Christmas Party
Special Olympics Pledge
Muscular Distrophy Association Donation

Co. Response To Staff D. R. CSB 1-32
$ (2,000)

(250)
(250)

4 RUCO Adjustment To Unnecessary/Non-Recumlng Expenses Sum Of Lines 1 Thru 17 $ (2,560)

5 RLICO Adjustment (See RLM-7, Column (D)) Line 18 $ (2,500)
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Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-12
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5
RATE CASE EXPENSE

LINE
(A)

COMPANY
ESTIMATE

(B)
RUCO
ADJM'T

(C)
RUCO

AS ADJ'DDESCRIPTiON

1 Rate CaseExpense Total $ 250,000 $ (148,000) $ 102,000

2 Normalization Period - 3 Years 3

3 $ 34,000

5

RUCO Adjusted Rate Case Expense For Instant Case (Line 1 I 3 Years)

Company Rate Case Expenses As Filed(CompanySch. C-2)

RUCO ProForma RateCaseExpense(Lines 3- 4)

RUCO Adjustment (Line5) (See RLM-7, Column (F))

$ 83,333

$ (49,333)

$ (49_33§):

RUCO CALCULATED RATE CASE EXPENSES
CONSOL'D

TOTALS
BVWC
ALONE

NSWC
ALONE

SSWC
ALONE

$ 59,206 $ 23,782 $ 17,633
7

ACTUALS Invoices Per Fennemore Craig
Total Costs Through February 2010

s 17,791

ALLOCAT'N ALLOCAT'N ALLOCAT'N ALLOCAT'N
FACTOR FACTOR FACTOR FACTOR

100.00% 55.56% 22.22% 22.22%8
g
10

ESTIMATES BasedOnEstimate From Black Mountain Sewer Co.
Remaining Costs For Company Witness Tom Borassa:
Rebuttal, Surrebuttal, Rejoinder And Trial Process;
Final Schedules, Briefing, Evaluation Of ROO, Open Meeting Prep $ 25,000 s 13,889 $ 5,556 $ 5,555

11 Expedited Hearing Transcript 5,000 2,778 1,111 1,111

12
13
14
15
16
17
18
19

Fennemore Craig Estimated Remaining Costs
Rebuttal, Surrebuttal, Rejoinder And Trial Process,
Briefing
Reviewing ROO, Exceptions Open Meeting Prep
Post Decision Compliance And Filings
Per Diam Expenses
Rounding
RUCO ESTIMATED RATE CASE EXPENSES

1

45,000
30,000
10,000
15,000
10,000

7.94_
$ 200,000

25,000
16,667
5,555
8.333
5,550

441
$ 102,000 $

10,000
6.667
2,222
3.333
2,222

178
4B,921 s

10,000
6,867
2,222
3,333
2,222

176
49,079



Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al,
Test Year Ended March 31, 2009

Schedule RLM-13
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. s
INCOME TAX EXPENSE

(A) (B)
LINE
no. DESCRIPTION REFERENCE AMOU NT_

FEDERAL INCOME TAXES:

1 Sch. RLM-6, Column(C), L29+ L27 $ 238,082

2
3
4

Operating IncomeBefore Taxes
LESS:

Arizona Stale Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 20

Sum Of Lines 1 Thru 3 $

(10,297)
(90,311)
137,474

5
B

Federal Tax Rate
Federal Income Tax Expense

Sch. RLM-1, Pg 2, CoL (D), Law
Line 4 X line 5 s

34.00%
46,741

STATE INCOME TAXES:

7 Line 1 s 238,082

8
9

Operating Income Before Taxes
LESS:

Interest Expense
State Taxable Income

Note (A) Line 20
Sum Of Lines 7 8.8 $

(90,311)
147.770

10 State Tax Rate Tax Rate 6.97%

11 State Income Tax Expense Line9 X Line 10 s 10,297

12
13
14
15
16

Line s
Line 11

Line12 + Line 13

$

$

TOTAL INCOME TAX EXPENSE:
FederalIncome TaxExpense
StateIncome Tax Expense

Total IncomeTax Expense PerRUCO
Total Income Tax Expense Per Company (Per Company Sch. C-1 )

Total Income Tax Adjustment Line 14 - Line 15 $

46,741
10,297
57,038
(10,068)
67,106

17 RUCO Adjustment (See Sch. RLM-7, Column (K), L2T8) Line16 $ 67,105

18
19
20

NOTE (A)i
Interest Synchronization:
Adjusted Rate Base (Sch. RLM-2, Col. (E), L15)
Weighted Cost Of Deb! (Sch. RLM-14, Col. (F), LI)
interest Expense (L17 x L18)

$

$

5,180,398
1.74%

90,311



Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-14
Page 1 of 1

COST OF CAPITAL

(A) (B) (C) (E)

LINE
no. DESCRIPTION

DOLLAR
AMOUNT

RUCO
ADJTM'T

Ruco
ADJUSTED

CAPITAL
RATIO COST

(F)
WEIGHTED

COST
RATE

1

2

3

s 1,697,323

6,354,582

$ 8,051,905

s 2776%

72.24%

100.00%

6.28%

9.00%

1 .74%

6.50%

Long-Term Debt

Common Equity

Total Capitalization $

$ 1,697,323

6,354,582

$ 8,051,905

4 COST OF CAPITAL

(D)

8.24%

References:
Columns (A) Thru (F): See Testimony Of RUCO Witness William Rigsby



Norther Sunrise Water Company (Stand-Alone)
Docket No. W-02443A-09-0414 et al
Test Year Ended March 31. 2009

TABLE OF CONTENTS TO RLM SCHEDULES

TITLE

1 & z

TESTIMONY

RLM-10

RLM-11

RLM-12

RLM-13

RLM-14

REVENUE REQUIREMENT

RATE BASE

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS

RATE BASE ADJUSTMENT NO. 1 - POST TEST YEAR PLANT AND ACCUMULATED DEPRECIATION

RATE BASE ADJUSTMENT no. 2 - CUSTOMER DEPOSITS

RATE BASE ADJUSTMENT no. 3 - ACCUMULATED DEFERRED INCOME TAXES

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

OPERATING INCOME ADJUSTMENT no. 1 n TEST YEAR DEPRECIATION EXPENSE

OPERATING INCOME ADJUSTMENT no. 2 1 PROPERTY TAX COMPUTATION

OPERATING INCOME ADJUSTMENT no. 3 I MISCELLANEOUS EXPENSES

OPERATING INCOME ADJUSTMENT no. 4 - CENTRAL OFFICE COST ALLOCATION

OPERATING INCOME ADJUSTMENT no. 5 - RATE CASE EXPENSES

OPERATING INCOME ADJUSTMENT no. 6 - INCOME TAX EXPENSE

COST OF CAPITAL



Northern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A.09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-1
Page 1 of 2

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

OCRBIFVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1

2

s

$

$

$

589,708

(77,769)

-11.28%3

4 s $ 54,515

7.90%5

6 $ $

7

8

9

is

$

$

Is

$

$10

11

T42,658

(81,316)

-10.95%

95,050

12.B0%

176,376

1,4517|

256,044 I

191,966

448,011

133.38%

12.50%

132,283

1.2646

167,284 I

191,966

359.250

87.14%

9.00%12

Fair Value Rate Base

Adjusted Operating Income (Loss)

Current Rate Of Return (L2 ILI)

Required Operating Income (LE XLI)

Required Rate Of Return On Fair Value Rate Base

Operating Income Deficiency (L4 - L2)

Gross Revenue Conversion Factor (RLM~1, Pg 2)

Increase In Gross Revenue Requirement (LE x LE)

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LQ)

Required Percentage Increase In Revenue {L8/ LE)

Rate Of Return On Common Equity

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule RLM-2, RLM-6, And RLm-14



1 .2646

Northern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-1
Page 2 of 2

REVENUE REQUIREMENT _ CONT'D
GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) rm

I

1
2
3

CALCULATE»ON OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (L1 + L2)

1.0000
(0.2092)
0.7908

4 RevenueConversion Factor (L1 I L3)

5
6
7
8
9

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable income (Ls - LS)
ApplicableFederal Income Tax Rate (Col. (D),L34)
Effective Federal lnoomeTax Rate (L7 X LB)
CombinedFederal And State IncomeTaxRale (LB + L9)

100.0000%
8.968D%

93.032D%
15.0DDD%
13.954B%.
20.922B%

11
12
13

$ 54,515
(77,769)

Required Operating Income (Sch.RLM-t, Col. (B), LE)
Adj'¢ T.y. Oper'g Inc. (Loss) (Sch. RLm-1, Col.(B), LE)
Required Increase In OperatingIncome {L11 -L12) $ 132,283

14
15
16

Income Taxes On Reoommended Revenue (Col. (D), L31) 9,854
Income Taxes On Test Year Revenue (Col. (D), L32) (25,146)
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$

17 Total Required Increase inRevenue (L13 + L16}

$

$

35,000

167,284
RUCO

Recommended
$ 359,250

(294,881 )
(17,270 )
47,099

G.9680%
$

$ 3,282

18
18
20
21
22
23
24
25
26
27
28
29
30
31

$
$

43,817
6,573

CALCULATION OF INCOME TAX:
Revenue (Sch. RLM-1, Col. (B), L10)

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L28 - L27)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 + L19 + L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed_ Tax On It Inc. Bracket ($1 - $50.000) @ 15%
Fed. Tax On 2nd ll'Ic Bracket ($50,001 - $75,000} @ 25%
Fed. Tax On 3rd Inc. Bracket ($75,001 - $100.000) @ 34%
Fed. Tax On 4th Inc. Bracket ($100.001 - $335,000) @ 39%
Fed. Tax On 5th Inc. Bracket ($335,001 . $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal And State Income Tax {L23 + L30)

$
$

6,573
9,854

32
33

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col, (C), L24)
RUCO Adjustment (L31 - L32) (See RLM-6, cos. (D). L24)

$
$

(25,14§)_
35,000

34 Applicable Federal Income Tax Rate (CDI. (D), L30 / Col. (C), L24) 15.00%

35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch. RLM-2, Col. (H), L15)
Weighted Avg. Cost Of Debt (Sch RLM-14, Col. (F), L1)
Synchronized Interest (L35 X L36)

$

$

689,708
2.50%

17,270



Northern Sunrise Water Company (Stared-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31, 2009

Schedule RLM-2
Page 1 of t

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS

1
DESCRIPTION

Gross Utility Plant In Service

COMPANY
AS FILED

OCRBIFVRB
815.886

ADJUSTMENTS
$

AS ADJ USTED
OCRB/FVRB

815.885

Accumulated Depreciation
NetUtility Plant In Service (LI +L2)

(42,739)
773.147 $

(42,739)
773.147

Advances in Aid Of Const s

s

$

Contribution In Aid Of Const
Accumulated Amortization Of CIAC

NET CIAC (L5 + LS)

(25,000)
63

(25,937)

(26,000)
63

(25,937)

Customer Meter Deposits
Customer Hydrant Meter Deposits

(410) s
$

(410)

10 (4,144) s

$

(52,949) s

$

$

(57,092)

12

Deferred Income Taxes 8- Credits

Unamortized Finance Charges

Deferred Regulatory Assets

Allowance For Working Capital

14 TOTAL RATE BASE (Sum L's 3, 4, 7, a Thru 12) 742,657 $ 689.708

References
Column (A): Company Schedule B-2, Page 1 And Workpapers Schedule E-1
Column (B): RLM-3, Columns (B) Thru (G)
Column (C): Column (A) + Column (B)
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Northern Sunrise Water Company (Stand-Aione)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

LINE
no.

1
2
3
4
5
6
7
a
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
25
27
28
29
30
31
32
33
34

ACCT.
no. ACCOUNT NAME

II I

posT TEST YEAR PLANT SCHEDULE
YEAR ENDED JUNE 30, 2008

(A) (B) (C)
RUCO RUCO POST TY ADJM'TS

T/v PLANT PLANT PLANT
AS ADJUSTED ADDITIONS RETIRMENTS

$
890

23,926
281,810
51,378

102,018

64,521

36,763
30,106
s,244

59,298

23,472

1 ,293
92,122

34,064

5,881

$ $ $

(D)
TOTAL
PLANT
VALUE

B90
23,926

281,810
51,378

102,018

64,521

23,472

36,763
30.105
8,244

59,298

1,293
92,122

34,084

5,881

$

Acc.
DEP.

(E)

(11 ,a09)

(75)
(12,342)

(1 ,661 I
(930)
(462)

(2,037)

(1,799)

(1 ,762)

(1,644)

(5,969)
(2,059)

(591)

»

Schedule RLM-4
Page 1 of 1

$

(F)
NET

PLANT
VALUE

100,255

890
23,925

275,841
49,319

53,312

21,673

35,102
29,176
7,7a3

57,262

1.218
79,780

32,420

5,189

35

301 Organization Cost
302 Franchise Cost
303 Land andLand Rights
304 Structures and Improvements
305 Collecting and impounding Res.
306 Lake River and Other Intakes
307 Wells and Springs
308 Infiltration Galleries and Tunnels
309 SupplyMains
310 Power Generation Equipment
311 Electric Pumping Equipment
320 Water Treatment Equipment

320.1 Water Treatment Equipment
320.2 Chemical Solution Feeders
330 Dist. Reservoirs 8» Standpipe

330.1 Storagetanks
330.2 Pressure Tanks
331 Trans. and Dist. Mains
333 Services
334 Meters
335 Hydrants
336 Backflow Prevention Devices
339 Other Plant and Misc. Equip.
340 Office Furniture and Fixtures

340.1 Computers and Software
341 Transportation Equipment
342 Stores Equipment
343 Tools and Work Equipment
344 Laboratory Equipment
345 PowerOperated Equipment
346 Communications Equipment
347 Miscellaneous Equipment
348 Other Tangible Plant

Rounding
0

TOTAL WASTEWATER PLANT $ 815,885 $ $ S 815,886 $ (42,739) s 773,147

35
37

Company As Filed
Difference

815,8BG $
s

(42,739)

pa RUCO Adjustment (Line 37) (See RLM-3, Column (B)) s

References:
Column (A): RUCO Workpapers RLM-4-A(1)
Columns (B) (C): Testimony, RLM
Column (D): Sum Of Columns (A), (B), & (C)
Column (E): Sum of WP RLM-4-A(1), Column (B) And RLM-4, Column (C)
Column (F): Column (D) + Column (E)



Northern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-5
Page 1 of 1

ACCUMULATED DEFERRED INCOME TAXES

DESCRIPTION REFERENCE AMOUNT

Deferred Income Taxes

s 23.032.0002008 Algonquin AnnualReport

2008 AlgonquinAnnualReport

Line 1 + Line 2

(106,983,0D0)

Algonquin Accumulated Deferred Income Tax Assets

Algonquin AccumulatedDeferred Income Tax Liabilities

Net Accumulated DeferredIncome Tax Assets (Liabilities) $ (83,951,0D0)

1.5438%Bella Vista Consolidates Allocation Note (A)

Line 3 x Line 4Bella Vista ConsolidatedADVTLiabilities Allocation $ (1 ,296,004)

Convert to US Dollars Note (B)

Line 5 X Line S

0.9915

Bella vista Consolidated Allocated ADIT Liabilities Balance s (1 ,284,949)

173.329Total Consolidated ADIT as Filed by Company

Decrease In Deferred Income Tax Assets

Company Schedule C-1

Line 7 - Line B $ (1,458,278)

TotalNorther Sunrise Customer Count Factor Per Company

Line 9 x Line 10

0.0363

RUCO Adjustment(See RLM~3, Column (D), Line 11) (52,949)

NOTES
Purchase Price of NSWC
Algonquin Total Assets

Annual Report
Annual Report

$
$

15.100.000
978.130.000

Ratio OfNSWC To Algonquin TotalAssets Line 12/ Line 13 1,5438%

Currency Conversion money/central.com on 04/1/2010 0.9915

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund Annual Report



Northern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-G
Page 1 of 1

OPERATING INCOME

LINE
NO.

(A)
COMPANY

AS
. F.l.LE__D_ .

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

1
2
a
4

DESCRIPTION
Revenues:

Flat Rate Revenues
Mlsc. Sewioe Revenues
Other WW Revenues
TOTAL OPERATING REVENUE

$ 188,572 $ $ 188,672 $ 187,283 $ 355.956

3,294
191,966 s $

3,294
191,966 $ 167,283 $

3,294 .
359,250

$ $ $ s $

16,012 16,012 16,012

178
5,094

178
5,094

178
5,094

1,302
161,902

3,787
140

(5,262)
1,302

156,640
3,787

14D

1,302
156.640

3,787
140

21,524
9,692

21,524
9,692

21 ,524
9,692

5
5
7
a
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
2B
27

Operating Expenses:
Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials& Supplies
Outside Services
Outside Sewioes- Legal
Outside Services- Other
Water Testing
EquipmentRental
Rents
Transportation Expenses
Insurance -GeneralLiability
Insurance Healthand Life
Reg. Comm. Exp.
Reg, Comm. Exp. - Rate Case
Miscellaneous Expense
Bad DebtExpense
Depreciation Expense
Taxes Other Than Income
Property Taxes
income Tax

587
25,000
11,725
3,306

35,631

(8,693)
587

16,307
11 ,726
3,306

36,631

587
16,307
11 ,726
3.306

38,631

13,128
(38,727)

(1,172)
11,580

11,956
(25,146)

11,956
9,854

28 TOTALOPERATING EXPENSES $ 273,282 (3,547) $ 269,735 $

35,000

35,000 $ 304,735

29 OPERATING INCOME (Loss) $ (81,315) $ (77,769) $ 54,514

References:
Column (A):
Column(B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
RLM-7. Columns (B) Thru (H)
Column (A) + Column (B)
Revenue From RLM-1. Column (B), Line 8 And Income Tax From RLM-1, Column (B), Line B - Line 6
Column (C) + Column (D)

g .



nlo>
l")lv'

N
o
(D

of
|'-1-Q

l-D

N o N oO v of vr'> toN v'
1- [D U)nm

Q* NN m
ID LO

1.0 no
U) <1-
C) v-§

61'
928

a
Q |-
O3 3
L11 cm

<

r~l|--Lo
ww 1-61

N

N N no no 1-of Q N o mInn N cf: LD
Lo 1- Cr: w

FT
1- ID
1" Cal

E_|
n:
a>

ea cw'c>&
a>. :o
U) o

of
Lm

ac

8I  BLM-
<2

'c83
838x

cv`° *-m€<
a: vo
38=
>~&E
m>-3c

19

noE z
we'Jm

o go
c o
'° asCl_@

Ra:
: c C

E E E
he o o o00L3

Lu co
Lo no Lu
Ar 8 Ia

LL Z
o
<

I r I I I I I I l l

comw
m

Lu Lu
4

r- X
LU 4=19 he

<r
xi

I l I l I I I I I I I | I I I I * I I I I I I I I I
N
3
8

Nno
n.LD

|- 53< "o
EE 8°W UJU l U - Q Z Q

<U-IEUp.
o

3 5
36
< 3
l.IJ-aAD
0 4
UD

9 HE

><
LIJ HE HE

| I I I I I I I I 1 l l \ 1 I I I I I I I I 1 I l l
1-
u.-*

9
1--

9
r--
1-
1.-

o,,¢q

la;
go;
583288

v s5§ <
U P

i8» =&'
$.>»
so?
go.;
893|-|-|-
Q88

- Q
<

E
8131ol-
n:
D. he e t

: : c
E E E
3 3 .2Q o o
o O O

£8cf: I488
:Sn <
Emu
I-=gr.
89 N
Qm.-use

03
>-|-m

|"-5
2
W I I I I | I | l 1 I I 0 r I I | | | I I I I I I I I I I

Lu
'p _ro

fs 4 D. Z
m W UJ g
- D D

><
m<

et he

N
r\
:Q
to
no

Q' (D
m no

| nm o>

m'p 1--

N
T '

| | I

iD1-

of frr- m1- o
Rh

C"~l N r"., Q
Q G Ia "=r

l m  m r-- 1- I
1"" 1" UP

no

<l-nnm\q<o
<-N

v~ o m (D 1-m o N o <~'a
. I ID Q *_ Q Q Iau INw- m <DN v- no

of |-.
N  N

. r-_
m LD
v ' FT

N
o f
<
N
N

G)

3
9 Q
<  3a  _2 LL
O U)
Q <

ea he

E EBcm.:0)_I O

>-.
E T

I anJ.g_l

o o
¢1.e E
o an

o
cu

am
: I
' a

UP 1.
Q an Q_

* 8
I I

C
u:  GJ

C as
*" 1-1 rcu xm

co A

=,»

O 3 o El̀. 8
gt

z
Q
|-
8
EC
o
(IJ
UJ
D

no
.u
E

an on
in: . .o3>» 5

_.0r1.<:O§,u_EOl» -
n:

4•

8.4: .
8 9 8 3
E889!
9¢.,3s'»
&.9 X&

--a» 23O
888334:M
o m

I E
8 883 82
8 3 _ ai"..a2s=m -_ §¢,$IL 8 l3i8%33li:=

=§§§ =UU 8
3 8 298 #M c pa.9 m¢nan8= -
s gas *moi-E 38 55 0
' s 2 2 a 8 ~ - = :

8 3 a § 88 Lutr.E _=8§=mQ
O

: 8
42 8328%
m:'u¢-
4 9

Ag;
_ .8 s

" ' 5 9 135 8 "
8 - 3 ,

= = . - § . 8 8

'82 g 38§
8.5 ,E

cu `4.o
m 4-9 @884 E' loo

><LL!
Q
DC
n.
O

8'J-
O
r-

q>

83
8 2
Gs

i n-383
SEQ'
5 1 >
CD E . :
> .

s 8
e t , _1-

__' a
a s M

g= §§
_ED= - 823°

8
8

i s

2
<.
3
M
E"°`5 c»
8 * 9

I a

.'3<9
m m

332
ww 9'5

c

<.r>dLu
528
288>
1:u'¢5c o m

8

LIE .
Z O 1 wav

m

o n m v m w m m o cu cv° a  < L o  u : >  l ~Ln4or~uocn v- N N N N N N N N mN

£0
d.)
Q
c
GJL.
Q)D  4 4

co m
Cr:



Norther Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-8
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
TEST YEAR DEPRECIATION EXPENSE

TOTAL APPROVED

DEPRECIATION
ACCOUNT NAME VALUE

TEST YEAR
DEPRECIATION

EXPENSE

23.926
281.810
51 .378

0.00%
0.00%
0.00%

34.064

2.00%

92 12.50%
3.33%

102.018
20,00%
222%
2.22%
5.00%

35.763
30,106

6.67%
23.472

20.00%
20.00%

10.00%

Organization Cost
Franchise Cost
Land and Land Rights
Structures encl improvements
Collecting and impounding Res
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Equipment
Chemical Solution Feeders
Dist. Reservoirs 8. Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant
Rounding

64.621

10.00%
10.00%
10.00%

35 TOTAL WASTEWATER PLANT 815.886 37.874

36 (26,000) 4.7823% (1 ,243)

36.63137

Amortizations Of CIAC (RLM-2, CDI. (C). Line 5)

TOTAL DEPRECIATION EXPENSE (Line 35 + Line 36)

38

39

40

Test Year Depreciation Expense As Filed (Co. Sch. C-1)

Increase In Depreciation Expense (Line 37 - Line 37)

RUCO Adjustment (Line 39) (See RLM-7, Column (E), Line 25)

References: Column (A): RLM-4, Column (E)
Column (B): Company Schedule "C-2p1Depr"
Column (C): Column (A) X Column (BJ
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Northern Sunrise Water Company (Stand-Aione)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-9
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
PROPERTY TAX COMPUTATION

(A) (B)
LINE

DESCRIPTION REFERENCE AMOUNT TOTAL

Calculation Of The Company's Full Cash Value

$Sch. RLM-6, Col (C), Ln 4
Sch. RLM-B, Col (C), Ln 4
Sch. RLM-6, Col (E), Ln 4

Sum Of Lines 1,2 8. 3
Line4 /3

s
5

Annual Operating Revenues
Adjusted Revenues inYearEnded December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

191.965
191.988
359.250
743 183
247,728

6 Two Times Three Year Average Operating Revenues Line 5 X2 $ 495,455

7
a

ADD:
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP
10% of CWIP

Co. Sch. E-1
Line 7 X 10%

$ 92,935
$ 9,294

RLM-4, Col. (E)_ Ln 25
RLM-4, Cd. (F), Ln 26

Llne 9 + Line 10

$g
10
11

SUBTRACT:
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc. Dep. Of Transportation Equipment

Book Value Of Transportation Equipment s

12 Company's FullCash Value ("FCV") Sum Of Lines 6, 8 8=11 s 504,749

Calculation Of The Company's Tax Liability;

13
14

MULTIPLYz
FCV X Valuation Assessment Ratio X Property Tax Rates:

Assessment Ratio
Assessed Value

House Bill 2779
Line12 X Line to s

21 .0%
105,997

15
16
17

Property Tax Rates:
Primary Tax Rate-2009 Tax Notice
Secondary Tax Rate - 2009 Tax Notice

Estimated Tax Rate Liability

Co. Sch. C-2, Pg 3
co. Sch. c-2, pg 3

Line 15 + Line 16

11.1932°/o
D.D000°/o
1119°/1

18
l g
20

Company's TaxLiability - Based On Full CashValue
Company's Tax on Parcels
Company's Total Tax Liability

Line 14 X Line 17
Co. Sch. C-2, Pg a

Line 18 + Line 19

$
$
$

11.865
91

11,956

21
22

Test Year Adjusted Property Tax Expense As Filing
Increase In Property Tax Expense

Co. Sch. C-1, Line 25
Line 20 - Line 21 $

13,128
(1,172)

23 RUCO Adjustment (See RLM-7, Column(C), Line 27) Line 22 $ (1_172L



Northern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

LINE
no. DESCRIPTION

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 3
INTENTIONALLY LEFT BLANK

REFERENCE

Schedule RLM-10
Page 1 of  1

(A)

TOTAL
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Northern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-12
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5
RATE CASE EXPENSE

LINE
(A)

COMPANY
ESTIMATE

(8)
RUCO
ADJM'TDESCRIPTION

(C)
RUCO

AS ADJ'D

Rate Case Expense Total $ 250,000 s (201 ,0791 $ 48,921

2 NormalizationPeriod 3 Years 3

3

4

s 16,307

s 25.000

5

6

RUCO Adjusted Rate Case Expense For Instant Case (Line 1 /3 Years)

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 3 - 4)

RUCO Adjustment (Line 5) (See RLM-7, Column (F)) $ (8,693)

RUCO CALCULATED RATE CASE EXPENSES
CONSOL'D

TOTALS
BVWC
ALONE

NSWC
ALONE

SSWC
ALONE

$ 59,206 $ 23,782 s 17,633 $ 17,791
7

ACTUALS Invoices Per FennemoreCraig
Total Costs Through February2010

8
9
10

ALLOCAT'N ALLOCAT'N ALLOCAT'N ALLQCATN
FACTOR FACTOR FACTOR FACTOR

100.00% 55.56- 22.22% 22.22%
ESTIMATES Based On Estimate From Black Mountain Sewer Co.

Remaining Costs For Company Witness Tom Borassa:
Rebuttal, Surrebuttal, Rejoinder And Trial Process,
Final Schedules, Briefing, Evaluation Of ROO, Open Meeting Prep $ 25,000 $ 13,889 $ 5,556 $ 5,556

11 Expedited Hearing Transcript 5,000 2,778 1,111 1,111

12
13
l a
15
15
17
LB
19

Fennemore Craig Estimated Remaining Costs
Rebuttal, Surrebuttal, Rejoinder And Trial Process,
Briefing
Reviewing ROO; Exceptions Open Meeting Prep
Post Decision Compliance And Filings
per Diam Expenses
Rounding
RUCO ESTIMATED RATE CASE EXPENSES

45,000
30,000
10,000
15,000
10,000

794
$ 200,000

25,000
16,667
5,558
8,333
5,556

441
$ 102,000 $

10,000
6,667
2,222
3,333
2,222

176
48,921

10,000
6,667
2,222
3,333
2,222

__ _ 176
$ 49,079



Northern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-13
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. s
INCOME TAX EXPENSE

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES

OperatingIncome BeforeTaxes Sch. RLM-6, Column (C). L29 + L27 $ (102,915)

Arizona Slate Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 20

Sum Of Lines 1 Thru 3 $

(17,270)
(111,811 )

5
6

Federal Tax Rate
Federal Income Tax Expense

Sch. RLM-1, Pg 2, Col. (D), L34
Line 4 X line 5 s

15.00%
r15,772)

STATE INCOME TAXES

OperatingIncome BeforeTaxes Line 1 $ (102,915)

Interest Expense
State Taxable Income

Note (A) Line 20
Sum Of Lines 78. 8 $

( 1 7 2 9
(120,185)

10 Slate Tax Rate Tax Rate

Line 9 x Line 1011 State Income Tax Expense $ (8,374)

TOTAL INCOME TAX EXPENSE
12 Line S

Line 11
Line12 + Line 13

(16,772)
(B,374)

Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO
Total Income Tax Expense Per Company (Per Company Sch. C-1)

Total Income Tax Adjustment Line 14 - Line 15

Line16

$

$

$

$

(364727)
11.580

RUCO Adjustment (See Sch. RLM-7, Column (K), L27B) 11.580

LB
19
20

NOTE (A)
Interest Synchronization
Adjusted Rate Base (Sch. RLM~2, Col. (E), Ltd)
Weighted Cost of Debt (Sch. RLM-14, Col. (F). LI)
Interest Expense (L17 X L18)

689.708

17.270



Northern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09~0414 et al
Test Year Ended March 31. 2009

Schedule RLM-14
Page 1 of 1

cosT OF CAPITAL

WEIGHTED
CAPITAL

DESCRIPTION

40.00%

60.00%

100.00%

2.50%

2

3

Long-Term Deb!

Common Equity

TotalCapitalization

COST OF CAPITAL 7.90%

References
Columns (A) Thru (F): See Testimony Of RUCO Witness William Rigsby



Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test year Ended March 31, 2009

TABLE OF CONTENTS TO RLM SCHEDULES

SCH.
no.

PAGE
no. TITLE

1&2

1

1

1 POST TEST YEAR PLANT AND ACCUMULATED DEPRECIATION

CUSTOMER DEPOSITS

ACCUMULATED DEFERRED INCOME TAXES1

1

1

1

1

RLM-1

RLM-2

RLM-3

RLM-4

TESTIMONY

RLM~5

RLM-6

RLM-7

RLM-B

RLM-9

RLM-10

RLM-11

RLM-12

RLM-13

RLM-14

1

1

1

1

1

REVENUE REQUIREMENT

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RATE BASE ADJUSTMENT no. 1

RATE BASE ADJUSTMENT NO. 2

RATE BASE ADJUSTMENT no. 3

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

OPERATING INCOME ADJUSTMENT no. 1 u TEST YEAR DEPRECIATION EXPENSE

OPERATING INCOME ADJUSTMENT no. 2 . PROPERTY TAX COMPUTATION

OPERATING INCOME ADJUSTMENT no. 3 - MISCELLANEOUS EXPENSES

OPERATING INCOME ADJUSTMENT no. 4 - CENTRAL OFFICE COST ALLOCATION

OPERATING INCOME ADJUSTMENT no. 5 - RATE CASE EXPENSES

OPERATING INCOME ADJUSTMENT no, e - INCOME TAX EXPENSE

COST OF CAPITAL



Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test year Ended March 31, 2009

Schedule RLM-1
Page 1 of 2

REVENUE REQUIREMENT

LINE
no . DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1 $

s2

1,544,4M

6,042

0.39%

s

$

3

1,418,329

159,328

11.23%

4 s $ 112,105

7.90%5

6 $ $

7

(47,224)

1.3788

8

Fair Value Rate Base

Adjusted Operating Income (Loss)

Current Rate Of Return (L2/ LI)

Required Operating Income (LE X L1 )

Required Rate Of Return On Fair Value Rate Base

Operating Income Deficiency (LE - L2)

Gross Revenue Conversion Factor (RLM-1,Pg2)

Increase InGross Revenue Requirement(LE X LE) is is

9

10

s

$

197,688

12.80%

191,645

1.6128

309,090 I

444,136

753,226

69.59%

s

$

11

12

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LQ)

Required Percentage Increase In Revenue (LB I LE)

Rate Of Return On Common Equity 12.50%

rss,111 )|

444,135

379,025

-14.66%

9.00%

References:
Column (A): Company Schedules A-1 and C-1
Column (E): RUCO Schedule RLM-2, RLM-6, And RLM-14



Souther Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-1
Page 2 of 2

REVENUE REQUIREMENT n CONT'D
GROSS REVENUE CONVERSION FACTOR

DESCRIPTION

3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI + L2)

(02747)
0.7253

Revenue Conversion Factor (LI/LE)

5
6
7
B
g
10

CALCULATION OF EFFECTIVE TAX RATE
Gperaling Income Before Taxes(Arizona Taxable Income)
ArizonaSlate Income Tax Rate
Federal Taxable income (Ls - Ls)
Applicable FederalIncome Tax Rate(Col.(D), L34)
Effective Federal lnoome Tax Rate (L7 X LB)
Combined FederalAnd StateIncome Tax Rate (LS +LE)

100.0000%
6.9680°A

93.0320%
22_0397%
20.5040%
27.4720%

11
12
13

112.105
159.328

RequiredOperating Income (Sch.RLM-1, Col.(B), LE)
Adj'd T.Y. Oper'g Inc. (Loss)(Sch. RLM-1,Col.(B), LE)
RequiredIncrease In Operating Income(L11- L12) $ (47,224)

14
15
16

Income Taxes On Recommended Revenue (Col. (D), L31) $ 29.011
Income Taxes On Test Year Revenue (Col. (D), L32) 46.898
Required Increase In Revenue To ProvideForIncome Taxes (L14 - L15)

17 Total Required IncreaseIn Revenue(L13 + L16)

(17,887)

(65,111)

18
19

Recommended
$ 379.025

(237,910)
(35,515)
105.600
6.9B80%

98_242

21
22
23
24
25
26
27
2B
29
30
31

CALCULATION OF INCOME TAX
Revenue (Sch. RLM-1, Col. (B), L10)

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L28 - L27)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 + L19 +
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax On 1st Inc. Bracket ($1 - $5D,DDO) @ 15%
Fed. Tax On 2nd Inc. Bracket ($50,DD1 - $75,DDO) @ 25%
Fed. Tax On 3rd Inc. Bracket ($75,001 - $100,000} @ 34%
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,D00) @ 39%
Fed. Tax On 5th Inc. Bracket ($335,DD1 - $1DM) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 +
Combined Federal And State Income Tax (L23 +

5
s

21.652
29.011

32 Test Year Combined Income Tax, RUCO As Adjusted (RLM-B, Col. (C), L24)
RUCO Adjustment (L31 - L32) (See RLM-6, Col. (D), L24)

46.898

34 Applicable Federal Income Tax Rate (Col. (D), L30 I Col. (C), L24) 22.04%

35
CB
37

CALCULATION OF INTEREST SYNCHRONIZATION
Rate Base (Sch. RLM-2, Col. (H), L15)
Weighted Avg. Cost Of Debt (Sch RLM-14, Col. (F), LI)
Synchronized Interest (L35 X L36)

$

s

1,418,329

35.515



Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March at. 2009

Schedule RLM~2
Page 1 of 1

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

DESCRIPTION
Gross Utility Plant In Service

COMPANY
AS FILED

OCRB/FVRB
1,724,610

ADJUSTMENTS
$

AS ADJUSTED
OCRB/FVRB

1 .724.610

AccumulatedDepreciation
NetUtility PlantIn Service (LI + L2)

(105,733)
1,618,877 $

(105,733)
618.877

Advances In Aid Of Const $

S

$

Contribution in Aid Of Const
Accumulated Amortization OfCIAC

NET CIAC (L5 +Le)

(20,000)
15

(19,985)

(20,000)
15

(19,985)

Customer MeterDeposits
CustomerHydrant Meter Deposits

(2,870) $
$

(2,870)

Deferred Income Taxes & Credits (51,588) (177,593)

Unamortized Finance Charges

$

$

$

(126,105) $

$

$Deferred Regulatory Assets

AllowanceFor Working Capital

14 TOTAL RATE BASE (Sum L's 3, 4, 7, 8 Thru 12) 1418.329

References
Column (A): Company Schedule B-2, Page 1 And Workpapers Schedule E-1
Column (B): RLM-3, Columns (B) Thru (G)
Column (C): Column (A)+ Column (B)





Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-4
Page 1 of 1

POST TEST YEAR PLANT SCHEDULE
YEAR ENDED JUNE 30. 2008

TOTAL

LINE
NO

ACCT
NO ACCOUNT NAME

T/Y PLANT
AS ADJUSTED

RUCO POST TY ADJ M'TS
PLANT

ADDITIONS RETIRMENTS VALUE
PLANT
VALUE

$ $ $
71

336.686
335.501

336.686
335.501 (7,855)

71
336.686
327.646

133.969 133.969 128.562

197.525 197.525

(5,407)

(104)

(33,360) 164.264

253.512 (8,546) 254.966

85.380 85.380
70.365

18.257
18.416 18.416

(3,415)
(2,248)
(1 ,266)

(379)

81 .965
68.117
16.992
18.035

301
302
303
304
305
308
307
308
309
310
311
320

320.1
320.2
330

330.1
330.2
331
333
334
335
336
339
340

340_1

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
SupplyMains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Equipment
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment

21.516 (1,701) 19.815

Other Tangible Plant
Rounding
0

TOTAL WASTEWATER PLANT

342
343
344
345
346
347
348 235.381 235.381

(253)

(41,192) 194.189

35 $ 1,724,510 s (105,733) $ 1,618,877

36
37

Company As Filed
Difference

1,724,610 $
$

(105,733)

38 RUCO Adjustment(Line 37) (See RLM-3, Column (B))

References
Column (A): RUCO Workpapers RLM-4»A(1 )
Columns (B) (C): Testimony, RLM
Column (D): Sum Of Columns (A), (B), & (C)
Column (E): Sum Of WP RLM-4-A{1), Column (B) And RLM-4, Column (C)
Column (F): Column (D) + Column (E)
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Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-5
Page 1 of 1

ACCUMULATED DEFERRED INCOME TAXES

(A) (B)

LINE
no. DESCRIPTION REFERENCE AMOUNT

Deferred Income Taxes:

1 $ 23,032,000

2

2008 Algonquin Annual Report

2008 Algonquin Annual Report

Line 1 + Line 23

Algonquin Accumulated Deferred Income Tax Assets

Algonquin Accumulated Deferred Income Tax Liabilities

Net Accumulated Deferred Income Tax Assets (Liabilities) $

(106,983,000)

(83,951 ,000)

1.5438%4 Bella Vista Consolidated Allocation Note (A)

Line 3X Line 45 Bella Vista Consolidated ADIT Liabilities Ahocalion $ (1,296,004)

0.99156 Convert to US Dollars Note (B)

Line 5 X Line 67 Bella Vista Consolidated Allocated ADIT Liabilities Balance s

8 Company Schedule C-1

Line 7 - Line 8g

Total Consolidated ADIT as Filed by Company

Decrease in Deferred Income Tax Assets $

(1284.949)

173,329

(1,458,27B)

ID Per Company

Line 9 X Line 10

0.0855

11

Total Souther Sunrise Customer Count Factor

RUCO Adjustment (See RLM-3, Column (D), Line 10) $ (125,105)

12
to

NOTES:

(A) Purchase Price of BVWC, NSWC and SSWC
Algonquin Total Assets

Annual Report
Annual Report

s
5

15,100,000
978,130,000

14 Ratio BVWC, NSWC & SSWC To APIF Total Assets Line12/ Line 13 1 .5438%

15 (B) Currency Conversion moneycentraI.com on 04/1/2010 0.9915

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund Annual Report
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Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-6
Page 1 of 1

OPERATING INCOME

LINE
no .

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST VEAR
AS ADJTED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 433,457 $ $ 433,457 $ (65,111) s 368,345
l

D

1
2
3
4

DESCRIPTION
Revenues:

Flat Rate Revenues
Misc. Service Revenues
Other WW Revenues
TOTAL OPERATING REVENUE $

10,679
444,136 $ s

10,679
444,136 S (65,111) $

10,579
379,025

$ $ $ $ s

32,354 32,354 a2,a54
A

1,2ss
7,972

91
5,390

179,427
5,592

(12,533)

1 ,265
7,972

91
5,390

166,895
5,592

1 ,265
7,972

91
5,390

166,895
5,592

25,481
10,788

25,481
10,788

25,481
10,788

-

5
6
7
B
9
ID
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Operating Expenses:
Salaries and Wages
PurchasedWater
PurchasedPower
Fuel forPower Production
Chemicals
Materials 81 Supplies
Outside Services
Outside Sewices- Legal
Outside Sewices- Other
Water Testing
Equipment Rental
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm, Exp.
Reg. Comm.Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
DepreciationExpense
Taxes Other Than income
Property Taxes
Income Tax

1 ,024
41 ,667
14,810
5,346

76,419

(8,640)
1.024

33,026
14,810
5.346

76,419

1 ,024
33,026
14,810
5.346

76,419

26,765
3,703

(175,308)
43,195

(148,542)
46,898

(148,542)
29,011

CB TOTAL OPERATINGEXPENSES $ 438,094 $ (153,286) s

$

284,808n $

(17,857)

(17,887) $

$

266,921

29 OPERATING INCOME (LOSS) $ 6,042 159.328 112,104

References:
Column (A): Company Schedule C-1
Column(B): RLM-7, Columns (B) Thru (H)
Column (C): Column (A)+ Column (B)
Column (D); Revenue From RLM-1, Column (B), Line 8 And Income Tax From RLM-1, Column (B), Line 8
Column (E): Column (C) + Column (D)

Line 6



llllll I

a

Q
O I -
08
3 <

<

r - an co
m r- so
W ' (D 1-
<'> O  qco 1- <-
we v

I I I 41\1 Q)

1-  I" ' -»

<!
m
Q
Nm

@Nv© ® Nw n cn cn oa oa<'>oou°>
m enu :KDP

'I-GD "<l<.0@¢.00)
coco l"4C'~I 1"'=r"

m o 1~°¢"'.l'4'l».RltDCMI 1- 611- l"--

msN w
~¢ 0;
Lm w
of LD
fr v
1-

co
ca
et
<-
co

to
N<9
m
40
1-

m

_J
of

he he

<pLLI
4 2
: : O f
*'¢30|-

<4

I I I I

UP
m1 1 I I I I I I I I I I I I I | r I I | I | 1-

m
'd'

ma>v
<2-

2
33
£83cub-Sc*m<S.

a :4,2
_l_ln:

et he

m
c

E
an 3

s 8
=8 8 6
m  V ). . .  m e

I I I I I I l I I I | I I I 1 I 4 I I I I I I I I I I I

3
x

'Lf Z
8  5

m
449 as

5 :1
. . * < n
<JJ:1:i~

U'-'JO

4 4 | |

3
<1-

| c o | | I I I I
3
we
*Q
92,

UJ 0)
<DuJ:z<=»

LL 3LL|U1

< 3 8
ea he

<r
4:

I I l I I I I I I I I I I I I I I I I I I I
m
c"'
Lf)
N1.-».»>

c*>
r-'>
u'>_
N1_'--' GJ q; m

3

53-'oé 0
I - LuZO
"JEULL

o as 4:9

w
|-
E as
EE-W
W L u - Q
2 5 <

|-4:0<3
2 D

U D
I I I l l | l | I I | l l I | l l l I l l | | \ > I I

LU vs as
na.I
m

I I 1 I

r-
m

<1
If)

w
| l 1 v I I 1 I I I I I I I I I I I I I I U G I

*
L D
r- -
W
».»¢ *hr*

E
8 4os-
ncD. 4:9 Ia

lg'
8 8- 3 3

Egg
883
'E 'u
< 8 5
E 0 2ea;' >1.
§ s§.Egg
.283
Q98

8
383

83:&
§5"'<
83
* E
5 N49 44898
l.l.l.u <o > -
883

m§ | -
3
m

I I I I
1.lJ

_ C/J
- o z  4  z
M UJ LU

o
<

oocn
o §

LU
ea BE

E E
re M
2 23  : :
3  3.c  . :r\ c» coID r-m

I © 1-
(9 Q  9
(9 F W
<r v

as<4
N'¢v)

u n c v r o n wu > r - c n o : n a a: a m my:-uw
x-'I'- U7 G5|~Dr-1-

x-aococo
m o
n w -

v N Q  w  m
N <D *  Q  *a (D ea Ra we
F P v I-D no

v 1 - N

I
m m
¢ o o
w eLowNg

Q  Q
<  30_ _
2 LL.
Q U )
o  <

Qc>
o
no
m
<1

he ea

C ._, *Ur: _Q _|
4.1 B Ia

iv in
|:

E

D.
no

3

3 up 'm 33
20
m<D

3
215 8gr.

°§

ll)g. KT
x " J:Lu

re
GJ

x
15

8.-35
w e cm

8<§
"EE<`§¢rn=

E s s
° g . §
§  0.2.-

W ' A . L A "85.98
=- 'EEE

_ 3 3

z 3
Q 3 3
1- >

588 avm
o 3 § M m

- I - 0pa =32s
D °==/>__3'

5 3 8 2 6
3  E E O » -
m

8E o
o - - . 9 m
8 G s 8 3 2 8 s8n no O nu I E

$88 " 4 3 "-drama:38 L 588&m° 6Eo  3  3 5 w : . . : 492 "G 4 v* =~~EE° 8 `m~83m2 Mg goo go
98338 4888*E ea DDm o
Ag:  § -%§%§565599_~¢¢.
8 < f J a m L L < J E o o o 3 u J n : l - E E z n : E m a l - m
o

4-1

9 8 8
: s

_ \ _Mn:U12
(IJ
Emééumm r::wpu o o u<.o".""'. noaaa=wane:mmmmm

o
Et'DE.5.a.3<1>*45'"" ' °LL ) ° ' ° Ia

:J

0 caw :
<1<9

tn
3cgrow. c l - l _
>.

as a>E
u v v i g - c 8 . §8 ~ 8

ml
x
UJ
SO
of
D.
O

8'
r -
O
P-

Z o o m
SO
acD.
O

8 6 \- N m v nr-'>vu'>Lor~eoo>o n<*><ru>wl\ OF
N

1:5
a>
L )
C

9
a>

O
o f ) <11

n o.J z



Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31, 2009

Schedule RLM-8
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
TEST YE1ll\R DEPRECIATION EXPENSE

TOTAL
PLANT
VALUE

APPROVED

DEPRECiATION

TEST YEAR

DEPRECIATION
EXPENSEACCOUNT NAME

335.686
0.00%
0.00%
3.33%

133.989

5.00%
197.525 24.703

20.00%
263.512

85.380
70.365
18.257
18.416

5.57%
5.57%
20.00%
20.00%
4.00%

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Equipment
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backtiow Prevention Devices
Other Plant Ana Misc. Equip
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant
Rounding

10.00%
5.00%
10.00%
10.00%
10.00% 23.538

35 TOTAL WASTEWATER PLANT 1 .724_510 77.537

as (20,oom (1,117)

7637

AmMizatlons of CIAO (RLM-2, COI. (C). Line 5)

TOTAL DEPRECIATION EXPENSE (Line 35 + Line 36)

38 76.419

39

40

Test Year Depreciation Expense As Filed (Co. Sch. C-1)

Increase In Depreciation Expense (Line 37 - Line 37)

RUCO Adjustment (Line 39) (See RLM-7,Column (B), Line 25)

References: Column (A): RLM-4, Column (E)
Column (B): Company Schedule "C-2p1Depr"
Column (C): Column (A) X Column {B)
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Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-9
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
PROPERTY TAX COMPUTATION

DESCRIPTION REFERENCE AMOUNT TOTAL

Calculation Of The Company's Full Cash Value

s
Annual Operating Revenues

Adjusted RevenuesIn Year Ended December2007
Adjusted Revenues In Year EndedDecember2007
Proposed Revenues

TotalThree YearOperating Revenues
Average Annual OperatingRevenues

Sch. RLM-5, Col (C), Ln 4
Sch. RLM-6, Col (C), Ln 4
Sch_ RLM-6, Col (E). Ln 4

Sum Of Lines 1, 2 8¢ 3
Line 4 I 3

$

444.135
444.136
379.025

1 .267.297
422.432

Two TimesThree Year AverageOperatingRevenues Line SX 2

CO. Sch. E-1
Line 7 X 109

$ 526.003
10% Of Construction Work In Progress ("CWlP")

Test Year CWIP
10% Of CWIP 52.600

SUBTRACT
Transportation AtBookValue

Original Cost Of Transportation Equipment
Acc. Dap. Of Transportation Equipment

Book Value Of Transportation Equipment

RLM-4, Col. IE), Ln 26
RLM-4, Col. (F). Ln 26

Line 9 + Line 10

$

Company's Full CashValue ("FCV') Sum Of Lines 5.B 8 11

$

$ 897.465

Ca}culation OfTheCompany's Tax Liability

MULTIPLY
FCV x Valuation Assessment Ratio X Property Tax Rates
Assessment Ratio

Assessed Value
House Be 2779

Line 12 x Line 13 $ 188.458

Property Tax Rates
Primary Tax Rate-2009 Tax Notice
Secondary Tax Rate - 2009 Tax Notice

Estimated Tax Rate Liabimy

Co. sch. c-2, pg 3
Co. Sch. C-2, Pg 3
Line 15 + Line 16

98984%
0.0000°A

18
19

Company's Tax Liability -Based On Full Cash Value
Company's Tax on Parcels
Company's Total TaxLiability

Line 14 x Line 17
Co. Sch. C-2. Pg 3
Line 18 + Line 19

18.555

21
22

Test Year Adjusted Property Tax Expense As Filing
Increase in Property Tax Expense

Co. Sch. C-1.Line 25
Line 20 - Line 21

195.954
(175,308)

23 RUCO Adjustment (See RLM-7, Column (C), Line 27) Line 22 (175,308)



Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-10
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3
INTENTIONALLY LEFT BLANK

DESCRIPTION REFERENCE TOTAL
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Southern Sunrise Water Company (Stand-Alone)
Docket No. W-D2453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-12
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5
RATE CASE EXPENSE

DESCRIPTION

(A)
COMPANY
ESTIMATE

(B)
RUCO
ADJM'T

(C)
RUCO

AS ADJ'D

1 Rate Case Expense Total $ 250,000 . $ (200,921) $ 49,079

2 Nominalization Period - a Years 3

3

4

5

6

RUCO Adjusted Rate Case ExpenseForInstant Case (Line 1 /3 Years)

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Role Case Expense (Lines a - 4)

RUCO Adjustment (Line 5) (See RLM-7, Column (F))

$ 16,360

$ 25,000

$ (8,646).

$ (8,640)

RUCO CALCULATED RATE CASE EXPENSES

CONSOL'D
TOTALS

BVWC
ALONE

NSWC
ALONE

SSWC
ALONE

ACTUALS Invoices Per Fenrnemore Craig
Total Costs Through February 2010

$ 59,206 s 23,782 $ 17,633 $ 17,791

ALLOCAT'N ALLOCAT'N ALLOCAT'N ALLOCAT'N
-. FACTOR FACTOR FACTOR FACTOR

100.00% 5556% 22.22% 22.22%
ESTIMATES Based On Estimate From Black Mountain Sewer Co.

Remaining Costs For CompanyWitness Tom Borassa:
Rebuttal,Surrebuttal,RejoinderAnd Trial Process,
Final Schedules, Briefing,Evaluation OfROO, Dpen Meeting Prep s 25,000 s 13,889 $ 5.556 s 5,556

ll

Expedited Hearing Transcript 5,000 2.778 1,111 1,111

Fennemore Craig Estimated Remaining Costs
Rebuttal, Surrebuttal, Rejoinder And Trial Process.
Briefing
Reviewing ROO, Exceptions Open Meeting Prep
Post Decision Compliance And Filings
Per Diam Expenses
Rounding
RUCO ESTIMATED RATE CASE EXPENSES

45,000
30,000
10,000
15,000
10,000

794
$ 200,000

25,000
16,667
5,555
8,333
5,555

441
$ 102,000 s

10,000
6,667
2,222
3,333
2,222

176
48.921 $

10.000
6,667
2,222
3.333
2,222

175
49,079



Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-13
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 6
INCOME TAX EXPENSE

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES

1 Operating IncomeBefore Taxes Sch. RLM-6, Column (6)_ L29 + L27 $ 206.226

4

ArizonaState Tax
interest Expense

Federal TaxableIncome

Line 11
Note (A) Line 20

Sum Of Lines 1 Thru 3 $

(11 .895)
(35,515)
158.816

5
B

Federal Tax Rate
Federal Income Tax Expense

Sch. RLM-1, Pg 2, Col. (D), L34
Line 4 X line 5 s

STATE INCOME TAXES

Operating Income Before Taxes Line 1 $ 206.226

9
Interest Expense

State Taxable Income
Note (A) Line 20

Sum Of Lines 7 8: 8 s 170.711

10 State Tax Rate Tax Rate Vu

11 state IncomeTax Expense Line 9 X Line 10 S 11

12
13

Line 6
Line 11

Line12 + Line 13

35.003

45.898

TOTAL INCOME TAX EXPENSE
Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO
Total Income Tax Expense Per Company (Per Company Sch. C-1 )

TotalIncomeTax Adjustment Line 14 - Line 15 43.195

RUCO Adjustment (SeeSch. RLM-7, Column (K),L278) Line16

s

$

$

$ 43.195

18
19
20

NOTE(A)
Interest Synchronization
Adjusted Rate Base (Sch. RLM-2, Col. (E), L15)
Weighted Cost Of Debt (Sch, RLM-14, Col, (F), LI)
Interest Expense (L17 X L18)

2.50%
35
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Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-14
Page 1 of 1

COST OF CAPITAL

CAPITAL

(C)
WEIGHTED

COST
RATEDESCRIPTION

2

3

Long-Term Debt

Common Equity

Total Capitalization

40.00%

60.00%

100.00%

250%

5.40%

COST OF CAPITAL 7.90%

References
Columns (A) Thru (F): See Testimony Of RUCO Witness William Rigsby
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Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

TABLE OF CONTENTS TO RLM RATE DESIGN SCHEDULES

SCHEDULE
no. TITLE
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Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-RD1
Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

DESCRrPTlON

TEST YEAR
ADJUSTED

DETERMINANTS

PROPOSED
CHARGES &
USAGE FEES

PROPOSED
REVENUES

TOTAL
REVENUES

58,850 $ 16.10 1,430,318 s 1.430.318

1.3341287,256
182,534
117,683
587573

$
$
$ 2.2932

$

$

s

383.225
355.125
269.875

RESIDENTIAL CUSTOMERS
5/8" x 3/4" Meter

Commodity Usage (In Thousands Of Gallons)
First Tier -Breakover @ 4,000 Gals
Second Tier - Breakover @ 10,000 Gals
Third Tier - Over 10,000 Gals

Total Commodity Usage And Revenue $

$

1 .008.225

10,038

1 ,224 $ 1.3341

3/4" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @4,000 Gals
Second Tier - Breakover @ 10,000 Gals
Third Tier- Over 10.000 Gals

Total Commodity Usage And Revenue
2.2932

$

$

32.19 $ 3,090

s

s1" Meier
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 10.000 Gals
Second Tier _ Over 10.000 Gals

Total Commodity Usage And Revenue

1 .2543
1.5567

$
$

103.01 $2" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier ~Breakover @ 50,000 Gals
Second Tier - Over 50.000 Gals

Total Commodity Usage And Revenue
1.6567 s

Total Residential Customer Bills 89.364 1_444_BB2

42 591 .227 1.013.715

43

Total Residential Usage

TOTAL RESIDENTIAL CUSTOMERS REVENUE 2.458.396

44 4 15.10 s 73.592 $ 73
COMMERCIAL CUSTOMERS

5!B" X 3/4" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 4,000 Gals
Second Tier - Over 4.000 Gals

Total Commodity Usage And Revenue

11.729
21,935
33.653

$
$

1.2643
1.5567

s
$

14
36

25.35 s

1 .2643
1.6557

s
s

59

3/4" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @4,000 Gals
Second Tier - Over 4.000 Gals

Total Commodity Usage And Revenue

3219 s 53.697 $ 53.697

$
$

1 .2643
1 .6567

s
$

13.531
22.311

1" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier ~Breakover @ 10,000 Gals
Second Tier - Over 10,000 Gals

Total Commodily Usage And Revenue

10,702
13,467
24.170 35.843

1.020 s 60.37 $ 61,573

$

s 61 .573

69 17.BB7
28,480
46.167

s
$

1 .2643
t .6567

s
$

22.363
47.184

1.5" Meier
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 25,000 Gals
Second Tier - Over 25.000 Gals

Total Commodity Usage And Revenue 69.548



Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-RD1
Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

(D)

DESCRIPTION

TEST YEAR
ADJUSTED

DETERMINANTS
3,254

PROPOSED
CHARGES &
USAGE FEES

s 103.01

PROPOSED
REVENUES

$ 336.234

TOTAL
REVENUES

$ 336.2342" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover 50,000 Gals
Second Tier - Over 50.000 Gals

Total Commodity Usage And Revenue

183 101,196
178.887
280.083

$
$

1.2643
1.6587

s
$

127.946
296.354

128.77 $ 40, 17e

25.458

$

s

424,310

40,1763" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @80,000 Gals
Second Tier -Over80.000 Gats

Total Commodity Usage AndRevenue

20,136
31 .283
51 .419

$
$

1 .2543
1 .6567

$
s

160.96 s 5,795

s

$

77,285

5,7954" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @350,000 Gals
Second Tier - Over 350.000 Gals

Total Commodity Usage And Revenue

7.922
13.540
21

$
s

1.2643
1.6567

$
$

10.016
22,432

724,33 s 8.692

$

s

32,448

8,692

t ,2643
1 .6557

$
$

6" Meter
CommodityUsage(In Thousands OfGallons)

First Tier-Breakover @ 450,000Gals
Second Tier - Over 450.000Gals

Total CommodityUsageAnd Revenue $

s

592

1_158_93 s 13.907 13,907

1 .2543
1 .6567

s
s

B" Meier
Commodity Usage (In Thousands Of Gallons)

First Tier-Breakover @ 720,000 Gals
Second Tier - Over 720.000 Gals

Total Commodity Usage And Revenue s 39

100 Tatar Commercial Customer Bills 10.968 595.492

101 458.432 592.744

102

Total Commercial Usage

TOTAL COMMERCIAL CUSTOMERS REVENUE $ 1 ,288,236

HYDRANT CUSTOMERS
128.77 21,633

11.682

$ 21 ,633

22932

s

$
$ 11,682

159

160

161

3" Meter
Commodity Usage (In Thousands Of Gallons)

AH Usage
Total Commodity Usage And Revenue

Total Hydrant Customer Bills

Total Hydrant Usage

TOTAL HYDRANT CUSTOMERS REVENUE $ 33,315

FIRE SPRINKLER CUSTOMERS
4" Meter 1,188 $ 1308 15,538

6" Meter 14.49

15,538

3.651

$

$ 3.651

8" Meter 23.18

s

$

$ 278

68 Total Fire Sprinkler Customer Bills



Bella Vista Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-RD1
Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

(C) (0)

LINE

(A)
TEST YEAR
ADJUSTED

DETERMINANTS

(B)
PROPOSED
CHARGES s.
USAGE FEES

PROPOSED
REVENUES

TOTAL
REVENUES

70

DESCRIPTION

TOTALFIRE SPRINKLER CUSTOMERS REVENUE 19.457

189 RUCO TOTAL PROPOSED REVENUE PER seLL COUNT 3.799.415

Total Company Customer Bills

Total Company Usage

101.952

1.054.753

190
191
192

TOTAL RESIDENTIAL REVENUEPER BILL COUNT
TOTAL COMMERCIALREVENUE PER BILL COUNT
TOTALHYDRANT REVENUE PER BILL COUNT
TOTALFIRE SPRINKLER REVENUE PER BILL COUNT

2.458.395
1 _288_236

33.315
19.467

197 RUCO TOTAL PROPOSED REVENUE PER BILL COUNT 3.799.415

198
200

Unreconciled Difference vs. Billed Revenues
Miscellaneous Revenues

2,245
12s_141

200 RUCO TOTAL REVENUE $ 3,925,801

2o1
202
203

PROPOSED REVENUE PER RUCO SCHEDULE RLM-1 s
s

3,926,801
(0)

0.00%
Difference
Percentage Difference
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Northern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

TABLE OF CONTENTS TO RLM RATE DESIGN SCHEDULES

SCHEDULE
NO TITLE

1 TO 3 RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

1 TO 2 TYPICAL RESIDENTIAL BILL ANALYSIS

PAGE
NO
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Northern Sunrise Water Company (Stand-Alone)
Docket no. W-02453A.09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-RD1
Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

DESCRIPTION

TEST YEAR
ADJUSTED

DETERMFNANTS

PROPOSED
CHARGES e.
USAGE FEES

PROPOSED
REVENUES

TOTAL
REVENUES

60.34630245 $ 248.385 $ 248.385
RESIDENTIAL CUSTOMERS

5/8" X 3/4" Meter
Commodity Usage (InThousandsOf Gallons)

First Tier -Breakover @ 4,000 Gals
Second Tier - Breakover @ 10,000 Gals
Third Tier - Over 10.000 Gals

Total Commodity UsageAndRevenue

7.596
4,174

23.671

s
s

3.a902
4.6907
5,6112

s
s
$

46.298
35.629
23.422

90.52 s3/4" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover@ 4,000 Gals
Second Tier- Breakover @ 10,000 Gals
Third Tier - Over 10.000 Gals

Total Commodity Usage And Revenue

3.8902
4.6907
5.6112

s
$
s

150.87 $1" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 10,000 Gals
Second Tier - Over 10.000 Gals

Total Commodily Usage And Revenue

3.8902
4.6907

$
s

482.77 $2" Meter
Commodity Usage (In Thousands of Gallons)

First Tier -Breakover @ 50,000 Gals
Second Tier _ Over 50.000 Gals

Tote! Commodity Usage And Revenue

3.8902
4.6907

$
$

Total Residential Customer Bills 249.472

42 23.915 106.584

43

Toiai ResidentialUsage

TOTAL RESIDENTIAL CUSTOMERS REVENUE 356.055

44

45

COMMERCIAL CUSTOMERS
5/8" X 3/4" Meler

Commodity Usage (In Thousands Of Gallons)
First Tier -Ereakover @ 4,000 Gals
Second Tier - Over 4.000 Gals

Total Commodity Usage And Revenue

3.8902
4.6907

$
$

90.52 $3»'4" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 4,000 Gals
Second Tier - Over 4.000 Gals

Total Commodity Usage And Revenue

3.8902
4.6907

s
$

150.87 s1" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 10.000 Gals
Second Tier-Over10.000 Gals

Tolal Commodity Usage And Revenue

3.8902
4.6907

s
s

301.73 s1 .5" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 25,000 Gals
Second Tier . Over 25.000 Gals

Total Commodity Usage And Revenue

3.8902
4.6907

$
$



Norther Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-RD1
Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

(A)
TEST YEAR
ADJUSTED

DETERMINANTS

(C) (0)

LINE
no.
75

DESCRIPTION

(B)
PROPOSED
CHARGES 8
USAGE FEES

s 482.77

PROPOSED
REVENUES

$ -

TOTAL
REVENUES

$ -

77
78
83

$
s

3,8902
4.6907

$
$

2" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 50,000 Gals.
Second Tier- Over 50,000 Gals.

Total Commodity Usage And Revenue $

$ 965.54 $ $

$
$

3.8902
4.5907

$
s

3' Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 80,000 Gals.
Second Tier - Over 80,000 Gals.

Total Commodity UsageAndRevenue $

$ 1508.66 $ $4" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 350,000 Gals.
Second Tier - Over 350,000 Gals.

Total Commodity Usage And Revenue

s
s

3.8902
4.6907

$
$

B4 $ 3,017.32 s

s

$

$
s

3.8902
4.6907

$
$

B5
BE
91

5" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Ereakover @ 450,000 Gals.
Second Tier - Over 450,000 Gals.

Total Commodity Usage And Revenue $

92 $ 4,827,10 $ $

$
$

3.8902
4.6907

s
s

93
94
99

a" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 720,000 Gals.
Second Tier - Over 720,000 Gals.

Total Commodity Usage And Revenue $

100 Total Commercial Customer Bills $

101 s

102

Total Commercial Usage

TOTAL COMMERCIAL CUSTOMERS REVENUE s

HYDRANT CUSTOMERS
103 $ 5 $

s 5104
110

3" Meter
Commodity Usage (In Thousands Of Gallons)

All Usage
TotaF Commodity Usage And Revenue s

159 Total Hydrant Customer Bills

t60

161

TotalHydrantUsage

TOTAL HYDRANT CUSTOMERS REVENUE s

FIRE SPRINKLER CUSTOMERS
194 4" Meter $ $ s

202 6" Meter $ s $

210 8" Meter $ $ $

68 Total Fire Sprinkler Customer Bills
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Northern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al.
Test Year End&d March 31, 2009

Schedule RLM-RD1
Pages 1 Thru 3

(C) (D)

LINE
no, DESCRIPTION

TOTAL FIRE SPRINKLER CUSTOMERS REVENUE

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

(A)
TEST YEAR
ADJUSTED

. DETERMINANTS

(B)
PROPOSED
CHARGES s.
USAGE FEES

PROPOSED
REVENUES

TOTAL
REVENUES

70 $

189 RUCO TOTAL PROPOSED REVENUE PER BILL COUNT s 356,055

Total Company Customer Bills

Total Company Usage

4,128

23,915

190
191
192
194

TOTAL RESIDENTIAL REVENUE PER BILL COUNT
TOTAL COMMERCIAL REVENUE PER BILLCOUNT
TOTAL HYDRANT REVENUE PER BILL COUNT
TOTAL FIRESPRINKLER REVENUEPER BILL COUNT

$ 356,055

197 RUCO TOTAL PROPOSED REVENUE PER BILL COUNT $

198
200

Unreconciled Difference vs. Billed Revenues
Miscellaneous Revenues

200 RUCO TOTAL REVENUE s

356,055

(99)
3.294

359_250-

201
202
203

PROPOSED REVENUE PER RUCO SCHEDULE RLM-1 $
$

359,250

(0)
0.00%

Difference
Percentage Difference
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Do¢ket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

TABLE OF CONTENTS TO RLM RATE DESIGN SCHEDULES
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Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A.09-0414 81 al.
Test Year Ended March 31, 2009

Schedule RLM-RD1
Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

(A)
TEST YEAR
ADJUSTED

DETERMINANTS

(C) (D)

LINE
no. DESCRIPTION

(8)
PROPOSED
CHARGES &
USAGE FEES

PROPOSED
REVENUES

TOTAL
REVENUES

RESIDENTIAL CUSTOMERS
1 9,504 2G.962354B5 $ 256,250 $ 256,250

2
3
4
8

$
s
$

1 .7406
2.1126
2.6828

$
$
$

49,435
32,718
24,532

5/8" x 3/4' Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 4,000 Gals.
Second Tier- Breakover @ 10,000 Gals.
Third Tier - Over 10,000 Gals.

Total Commodity Usage And Revenue

28,400
15,487
9.144

53,032 $ 106,684

g $ 40.45 $ $

10
11
12
15

s
s
s

1 .7408
2.1126
2.6828

s
$
$

3/4" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breekover @4,000 Gals.
Second Tier - Breakover @ 10,000 Gals.
Third Tier . Over 10,000 Gals.

Total Commodity Usage And Revenue s

17 $ 67.41 $ $

LB
19
24

s
$

1.7406
2.1126

s
$

1" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 10,000 Gals.
Second Tier - Over 10,000 Gals.

Total Commodity Usage And Revenue $

33 S 215.70 $ $

s
$

t.7406
2.1126

$
$

34
35
40

2" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 50,000 Gals.
Second Tier - Over 50,000 Gals.

Total Commodity Usage And Revenue $

41 Total Residential Customer Bills 9,504 $ 256,250

42 53,032 $ 1 DG,B84

43

Total Residential Usage

TOTAL RESIDENTIAL CUSTOMERS REVENUE s 362_'934

44 • s 2696 s s

45
46
51

$
s

1 .7406
2.1126

$
s

COMMERCIAL CUSTOMERS
5!8" X 3/4" Meter

Commodity Usage (In Thousands Of Gallons)
First Tier -Breakover @ 4,000 Gals.
Second Tier - Over 4,000 Gals,

Total Commodity Usage And Revenue s

52 $ 40.45 s $

53
54
59

$
$

1.7406
2.1126

s
s

3/4" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 4,000 Gals.
Second Tier - Over 4,000 Gals.

Total Commodity Usage And Revenue $

60 24 s 67.41 s 1,618 $ 1,618

119 s
$

1.7406
2.1126

s
s

20761
(32
67

1" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 10,000 Gals.
Second Tier - Over 10,000 Gals

Total Commodity Usage And Revenue 119 s 207

68 $ 134.81 $ $

$
$

17406
2.1126

$
$

69
70
75

1.5" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 25.000 Gals.
Second Tier - Over 25,000 Gals .

Total Commodity Usage And Revenue s



Southern Sunrise Water Company (Stand-Alone)
Docket No. W-02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-RD1
Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

DESCRIPTION

TEST YEAR
ADJUSTED

DETERMINANTS

PROPOSED
CHARGES &
USAGE FEES

215.70

PROPOSED
REVENUES

$ 2,5BB

TOTAL
REVENUES

$2" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 50,000 Gals
Second Tier - Over 50.000 Gals

Total Commodity Usage And Revenue

1.7406
2.1126

$
$

431 .40 s3" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @80,000Gals
Second Tier - Over 80.000Gals

Total Commodity Usage And Revenue

1.7406
2.1126

s
$

574.06 $4° Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 350,000 Gals
Second Tier - Over 350.000 Gals

Total Commodity Usage And Revenue

1.7406
2.1125

$
$

1,348.12 $6" Meier
Commodity Usage (In ThousandsOfGallons)

First Tier -Breakover @ 450,000 Gals
Second Tier - Over450.000 Gals

Total Commodity Usage And Revenue

1.7406
2.1126

$
$

2 156.99B" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover@ 720,000 Gals
Second Tier Over 720.000 Gals

Total Commodity Usage AndRevenue

1,7406
2.1126

s
s

100 Total Commercial Customer Bills

101 Total Corn menial Usage

TOTAL COMMERCIAL CUSTOMERS REVENUE102

159

160

HYDRANT CUSTOMERS
3" Meter

Commodity Usage (In Thousands Of Gallons)
All Usage

Total Commodity Usage And Revenue

Total Hydrant Customer Bills

Total Hydrant Usage

TOTALHYDRANT CUSTOMERS REVENUE161

FIRE SPRINKLER CUSTOMERS
194 4" Meter

6" Meter

8" Meter

68 Total Fire Sprinkler Customer Bills
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Southern Sunrise Water Company (Stand-Alone)
Docket No. W~02453A-09-0414 et al
Test Year Ended March 31. 2009

Schedule RLM-RD1
Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

(C) (D)

DESCRIPTION

TOTAL FIRE SPRINKLER CUSTOMERS REVENUE

TEST YEAR

ADJUSTED
DETERMINANTS

PROPOSED
CHARGES 8
USAGE FEES

PROPOSED
REVENUES

TOTAL
- __REVENUES

70 $

189 Ruco TOTAL PROPOSED REVENUE PER BILL COUNT $ 368,122

Total Company Customer Bills

Total Company Usage

g

53

TOTAL RESIDENTIAL REVENUE PER BILL COUNT
TOTAL COMMERCIAL REVENUE PER BILL COUNT
TOTAL HYDRANT REVENUE PER BILL COUNT
TOTAL FIRE SPRINKLER REVENUE PER BILL COUNT

s 362,934
5,187

197

198

RUCO TOTAL PROPOSED REVENUE PER BILL COUNT s 368.122

Unreconciled Difference vs. Billed Revenues
Miscellaneous Revenues

224
10,679

200 RUCO TOTAL REVENUE $ 379.025

201
202
203

PROPOSED REVENUE PER RUCO SCHEDULE RLM-1
Difference
Percentage Difference

s
s

379,025
(0)

0.00%
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Bella Vista Water Company (Consolidated )
Docket No. W-02453A-09-0414 et al.
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Bella Vista Water Company (Consolidated)
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-RD1
Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

(C) (D)

LINE

(A)
TEST YEAR

ADJUSTED
DETERMINANTS

(B)
PROPOSED

CHARGES a
USAGE FEES

PROPOSED
REVENUES

TOTAL
REVENUESNO. DESCRIPTION

1 102,480 $ 15.47 $ 1 ,5B5,670 s 1,585,670

2
3
4
B

327,557
205,717
131,001
664,275

$
$
$

1.7059
2.5593
3.3454

$
$
s

558,764
528,549
438,382

RESIDENTIAL CUSTOMERS
5/8" x3/4" Meter

Commodity Usage(In Thousands Of Gallons)
First Tier -Breakover @ 4,oo<JGals.
Second Tier - Breakover @ 10,000Gals.
Third Tier - Over 10,000Gals.

Total Commodity usage And Revenue 1,525,695

g 408 $ 27.55 $ 11,365

$

s 11,365

$
$
$

1 .7059
2.5693
3.3464

$
$
s

2,165
1 ,530

590

10
11
12
16

3/4"Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 4,000 Gals,
Second Tier - Breakover @ 10,000 Gals.
Third Tier - Over10,000 Gals.

TotalCommodity Usage And Revenue

1 ,270
596
176

2,042 s 4,286

17 96 $ 36_75 $ 3,528 s 3,528

$
$

1.5245
2.3880

$
$

1,164
2,304

LB
19
24

1" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 10,000 Gals.
Second Tier - Over 10,000 Gals.

Total Commodity Usage And Revenue

754
965

1,728 $

33 12 $ 111.40 5 1,337 $

3,455

1,337

129 $
$

1.5245
2.3880

s
s

19634
35
40

2" Meter
CommodityUsage (In Thousands Of Gallons)

FirstTier -Breakover @ 50,000 Gals.
SecondTier -Over 50,000Gals.

TotalCommodity Usage And Revenue 129 $ 196

41 Total ResidentialCustomer Bills 102,996 1,501,900

42 668,174

$

$ 1,533,546

43

TotalResidential Usage

TOTALRESIDENTIAL CUSTOMERSREVENUE $ 3,135,545

44 4,572 $ 15.47 $ 70,742 $ 70,742

$
$

1.5245
2.3880

s
S

17,BB1
52,379

45
46
51

COMMERCIALCUSTOMERS
5/8" X 3/4" Meter

Commodity Usage (In Thousands of Gallons)
First Tier -Breakover @ 4,000 Gals.
Second Tier - Over 4,000 Gals.

Total Commodity Usage And Revenue

11,729
21,935
33,663 $ 70.260

52 72 $ 27.85 s 2,006 $ 2.006

53
54
59

237
732
969

$
$

1.5245
2.3880

$
$

361
1,749

3/4" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 4,000 Gals.
Second Tier - Over 4,000 Gals,

Total Commodity Usage And Revenue $ 2.110

ED 1.692 $ 3575 $ 62,178 $ 62,178

$
$

1.5245
2.3580

$
$

16,498
32,159

51
52
57

1" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 10,000 Gals.
Second Tier -Over10,000 Gals

Total Commodity Usage And Revenue

10,821
13,457
24,289 $ 48,657
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Schedule RLM-RD1
Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

TEST YEAR
ADJUSTED

DETERMINANTS
1 ,020

PROPOSED
CHARGES &
USAGE FEES

$ 51 BE

PROPOSED
REVENUES

$ 63

TOTAL
REVENUES

63,130
DESCRIPTION

1.5" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 25,000 Gals
Second Tier - Over 25.000 Gals

Total Commodity Usage And Revenue

17,687
28,480
46.167

$
$

1 .5245
2.3880

$
$ 68.010

3,276 $ 111.40 $ 364.953

$

s 354.953

$
$

1.5245
2.3880

$
$

154.701
427.504

2" Meter
Commodity Usage (In ThousandsOfGallons)

First Tier -Breakover @ 50,000 Gals
Second Tier - Over 50.000 Gals

Total Commodity Usage And Revenue

101,475
179,023
280.498 582.205

123.78 $ 38,521

30.597

$

$ 38.621

$
s

1.5245
2.3880

$
$

3" Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 80,000 Gals
Second Tier - Over 80.000 Gals

Total Commodity Usage And Revenue

20,136
31,283
51 105.400

154.73 $ 5.570

$

s 5

7.922
13.540

$
$

1 .5245
2.3880

$
$

12.078
32.333

4' Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover@ 350,000 Gals
Second Tier - Over 350.000 Gals

Total Commodity Usage And Revenue 44.411

851_01 s 10,212 s 10.2125' Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 450,000 Gals
Second Tier - Over 450.000 Gals

Total Commodity Usage And Revenue

1 .5245
2.3580

$
$

1.361.62 $ 16,339

s

$ 16.339

1 .5245
2.3880

$
$

47

8"Meter
Commodity Usage (In Thousands Of Gallons)

First Tier -Breakover @ 720,000 Gals
Second Tier - Over 720.000 Gals

Total Commodity Usage And Revenue s

100 Total Commercial Customer Bills 633.751

101 458.956 948.778

102

Total Commercial Usage

TOTAL COMMERCIAL CUSTOMERS REVENUE 1.582.529

HYDRANT CUSTOMERS
123.78 20,796

17.045

S

3.3464

$

$
17.045

159

160

161

3" Meter
CommodityUsage(In Thousands Of Gallons)

All Usage
Total Commodity Usage And Revenue

TotalHydra flCustomer Bills

Total Hydra fl Usage

TOTAL HYDRANT CUSTOMERS REVENUE
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Schedule RLM~RD1
Pages 1 Thru 3

(C) (D)

LINE
no. DESCRIPTION

FIRE SPRINKLER CUSTOMERS
4" Meter

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

(A)
TEST YEAR
ADJUSTED

DETERMINANTS

(B)
PROPOSED

CHARGES s.
USAGE FEES

PROPOSED
REVENUES

TOTAL
REVENUES

194

202

210

6" Meter

8" Meter

1,188

252

12

15.00 $ 17.820

17.02 $ 4,289

27,23 $ 327

$

$

$

17,820

4,289

327

68 Total Fire Sprinkler Customer Bills 1 ,452

70 TOTAL FIRESPRINKLER CUSTOMERSREVENUE $ 22,435

189 RUCO TOTAL PROPOSED REVENUE PER BILL COUNT 4,778,352

Total Company Customer Bills

TotalCompanyUsage

115,620

1 ,132,234

190
191
192
194

TOTAL RESIDENTIAL REVENUE PER BILL COUNT
TOTAL COMMERCIAL REVENUE PER BILL COUNT
TOTAL HYDRANT REVENUEPER BILL COUNT
TOTAL FIRE SPRINKLER REVENUE PER BILL COUNT

s 3,135,545
1,582,529

37,a42
22,436

197 RUCO TOTAL PROPOSED REVENUE PER BILL COUNT s 4,778,352

198
200

Unreconciled Difference vs. Billed Revenues
Miscellaneous Revenues

2,148
139,114

200 RUCO TOTAL REVENUE s 4,919,614

201
202
203

PROPOSED REVENUE PER RUCO SCHEDULE RLM-1 $
s

4,919,615
(0)

0.00%
Difference
Percentage Difference
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1 INTRODUCTION

2 Q. Please state your name, occupation and business address for the

3 record.

4

5

6

My name is Jodi Jericho. I am the Director of the Arizona Residential Utility

Consumer Office ("RUCO"). My business address is 1110 w. Washington

Street, Suite 220, Phoenix, Arizona 85007.

7

8
g

10

Q. What is the purpose of your testimony?

11

The purpose of my testimony is to explain RUCO's posi t ion on rate

consolidation in this docket. I

12

13 RATE CONSOLIDATION

14 Q. What is "rate consolidation"?

to Rate consolidation is also commonly known as "single tariff pricing." In

16 addition, the terms "uniform rates," "standard tariff rates," "unified rates"

1? My testimony will refer to

18

and "rate equalization" are sometimes used.

this concept as rate consolidation.

19

20 Rate consolidation is the use of a unified rate structure for multiple water

21

22

utility systems that are owned and operated by a single utility, but that may

physically interconnected. Through rate

23

not be contiguous or

consolidation, all customers of the utility pay the same rate for service,

24 even though the individual systems providing service may vary in terms of the

A.

A.

A.

2
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number of customers served, operating characteristics and stand-alone I.

costs

4 Q. Have you testified regarding RUCO's position on rate consolidation in

other cases?

Yes. I provided such testimony in the pending Arizona Water rate case

(Docket No. W-014457A-08-0440)

9 Q. What is RUCO's position on rate consolidation in this docket?

RUCO contends that separate rates for separate systems respect the

principle of traditional cost of service rate raking and ensure that those who

use the utility services pay for them. However, if the Commission were to find

that rate consolidation is in the public interest, then RUCO would not object to

rate consolidation for the Bella Vista. Northern Sunrise and Southern Sunrise

water systems in this particular docket. As discussed later in this

testimony, RUCO believes the Commission could find that the policies in

support of rate consolidation outweigh those policies against rate

consolidation as applied to the facts surrounding this case. With that said

RUCO would oppose any routine approval of rate consolidation proposals in

the future and would encourage the Commission to review rate consolidation

proposals on a case-by-case basis

I
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1 Q. Please explain Exhibit C attached to your testimony.

2

3

4

5

6

7

8 I will discuss this chart in greater

g

Exhibit C is a chart that compares the three companies' current rates and

compares them to the stand-alone rates and consolidated rates under

Liberty's revenue requirement and under RUCO's revenue requirement. In

Column "E" I included a modified consolidated rate design proposal that

attempts to mitigate the rate increase for the Bella Vista customers who are

subsidizing the rate decrease for their neighbors in the Northern Sunrise and

Southern Sunrise systems ("Option E").

detail later on in my testimony.

10

11 Q. why has RUCO opposed consolidation in the past?

12

13

14

15

Previously, most rate consolidation proposals have been limited to the

consolidation of two systems - typically a large system and a small one. In

2004, both RUCO and Staff opposed Arizona Water's request to consolidate

the commodity rates for the Apache Junction and Superior systems. At that

16 time, Apache Junction had 16,093 customers and Superior had 1,288

17

18

19

customers. RUCO and Staff opposed this consolidation because of the

traditional ratemaking principle that individual system rates should reflect their

specific system costs (Decision No. 66849 at p. 28).

20

21 Q. Has the Commission rejected rate consolidation proposals in the

22 past?

23

24

A.

A.

A. Yes. For example, the Commission rejected Arizona Water's proposal to

consolidate the base rate and ACRM for the Sedona and Rim rock systems in

4
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1 its Northern Group (Decision No. 66400). Furthermore, the Commission has

2 rejected other Arizona Water rate consolidation proposals. (See Decision No.

3 58120 at 33-34 and Decision No. 64282 at 20-21 -)

4

5 Q. Has the Commission approved rate consolidation proposals in the

6 past?

Yes. From past history, it appears that the Commission has been most

8 persuaded to approve rate consolidation when two systems are either

9 being physically interconnected or proximally located such that

10 interconnection has been contemplated.

11

12 The Commission has approved Arizona Water Company's proposals for

13 consolidation for ratemaking purposes of the Sedona and Valley Vista

14 systems as well as the consolidation of the Apache Junction and Superior

15 systems. 1

16

17 In 1999, the Commission approved the merger and rate consolidation of Bella

18 Vista Water and Nicksville Water (Decision No. 6170). The Commission

19 found, "The merger of Nicksville into Bella Vista will result in cost savings

20 from the elimination of duplicate books, records and reports and simplified

21

I

"...we believe it is appropriate to allow the first step off consolidation at this time in order to
recognize the interconnection of the systems and to minimize the "rate shock" that may otherwise be
experienced by customers in the Superior system." (Decision No. 66849 at 28)

5

1

I

I
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1

2

administration and the customers of both systems will benefit from

interconnection." RUCO supported rate consolidation in this docket.

3

4 Finally, in 2006, the Commission approved the merger of the seven (7)

5 McLain Water systems into two systems Northern Sunrise Water and

6 Southern Sunrise Water (Decision No. 68826). I Will discuss the

7 Commission's decision to consolidate these systems in further detail later on

8 in my testimony.

9

10 Q.

11

Does this history suggest that the Commission will look at rate

consolidation on a case-by-casebasis?
I

12 Yes.

13

Every Order of the Commission that has approved any form of

consolidation has been highly fact specific.

14

15 Q. What are the policy arguments in favor of rate consolidation?

16

17

In the pending Arizona Water rate case, I discussed the policies favoring rate

consolidation at length. Included with my testimony in that case, I referenced

18

19

a copy of a 1999 joint publication by the U.S. Environmental Protection

the National Association

20

Agency ("EPA") and of Regulatory Utility

Commissioners ("NARUC"). I attach the same document to my testimony in

21 this docket as Exhibit A.

22

23

24

A.

A.

Mr. Greg Sorenson references this same document in his Direct Testimony in

support of rate consolidation in this docket.

6
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The EPA-NARUC publication offers several arguments in support of rate

consolidation. RUCO lists the arguments it finds most persuasive

Mitigates rate shock to utility customers

Lowers administrative costs to the utilities

Provides incentives for utility regionalization and consolidation

Lowers administrative cost to the commission

Encourages larger utility companies to acquire small, struggling

utilities

10 Q. Does RUCO find any of these arguments persuasive?

Yes. RUCO finds rate consolidation a worthy public policy consideration in

this case for all of the above reasons. RUCO is particularly persuaded by the

fact that consolidated rates make it much easier for a large water utility to

acquire a small, struggling water company

According to the Commission's website, there are 288 Commission regulated

water companies in Arizona. The majority of them are Class C, D, and E

companies. Many of these companies are located in rural, remote areas

Larger utilities often are reluctant to consider acquiring smaller, nonviable

systems unless reliable means of cost recovery can be identified and

secured. An acquisition candidate often presents substantial infrastructure

needs but its service community lacks the ability to pay for improvements
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through higher rates."' A consolidated rate schedule is "an incentive for

larger water util ities to acquire small water systems that lack capacity

because it makes it possible to spread costs over a larger service population

and maintain more stable and affordable rates for customers of some smaller

and more expensive systems

For example, in 2006, the Commission approved the sale of seven (7)

small water systems (known collectively as "the McLain systems") to

Liberty Water Resource subsidiaries, Northern Sunrise and Southern

Sunrise Water Companies. (Decision No. 68826). While the Order found the

McLain systems had a combined fair value rate base of $696,752.14, the

Commission recognized the need to make capital improvements totaling I

$802,100.00, along with approving an acquisition fee of $300,000

I

In an earlier Order to determine the rate base value of the McLain systems

the Commission noted that the systems were in "serious disrepair" and posed

a "serious safety hazard". The systems were "plagued by numerous outages

caused by well failures, line breaks, power outages, possible sabotage and

demand exceeding supply, None of the McLain Water Systems were

chlorinated, which was serious because the poor condition of the systems

makes them prone to microbial contamination". (Decision No. 68412 at pp. 4

5). The Commission had already appointed an interim manager (Decision

Id. at 28
Id. at vii
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No. 66241) and exerted its regulatory authority to find a willing buyer to take

over these systems. Liberty was the only bidder for the systems

The McLain system failure provides an important lesson. Many Arizonans

particularly those in rural Arizona-receive water utility service from small

6

7 1

8

9

10

11

12

13

14

15

water companies. Small utilities face greater obstacles in the provision of

water delivery service than their larger counterparts. Because they have

fewer customers to spread costs, smaller systems have unique pressures to

maintain capital and operating costs while providing quality water service.

Smaller water systems are at risk of underperformance primarily because

they simply are not large enough to achieve economies of scale. Additionally,

smaller companies may not be able to attract equity investors or obtain debt

on favorable terms as easily as large utilities. It is difficult for small companies

to take advantage of any economies of scale and pass along the savings to

their customers. Yet, customers of small water companies deserve the same

16 quali ty of service that customers of large, more sophisticated water

17 companies receive.

18

19

20

RUCO believes it is more likely that more companies would be willing to

purchase struggling, non-compliant water utilities if the Commission were

21 on a case-by-case basis rate consolidation as a

22

willing to consider

possible option.

23

Q

I
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1 As i testified in Arizona Water, and as Mr. Sorenson references in his

2 testimony, RUCO believes as residential ratepayers throughout Arizona

3 deserve clean, safe and reliable drinking water. However, the reality is that

4

5

6 For

7

8

g

10

11

12

13

14

several small, rural water utilities are unable to provide it. According to the

Arizona Department of Environmental Quality ("ADEQ"), numerous small

water companies have struggled to meet water quality standards.

example, ADEQ currently has an enforcement case pending against Mcneal

Water (25 customers). East Slope (784 customers), Indiana (54 customers)

and Antelope Run (140 customers) currently have outstanding Notices of

Violations ("NOVs"). Furthermore, the following Commission-regulated

utilities have either outstanding NOVs or have recently resolved NOVs:

Winchester Heights (129 customers), Monte Vista (40 customers), Sonoita

Valley (40 customers), and Ashcreek (91 customers and currently operated

by an interim manager).

15

16 Q.

17

Are any of these troubled systems near Bella Vista, Northern Sunrise

and Southern Sunrise?

18 Yes. As Mr. Sorenson points out, three of the companies listed above, East

19 Slope Water, Antelope Run and Indiana, are all located within five (5) miles

20 from the Liberty systems. While Bella Vista does not signal any interest in the

21

22

23

24

A.

purchase of these companies at the present time, the Commission's ruling to

merge Bella Vista, Northern Sunrise and Southern Sunrise and to provide

consolidated rates in this docket may lead to future consideration for the

acquisition of these troubled systems. As Mr. Sorenson testified, "Several of

10
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1

2

3

the surrounding water companies have recently experienced operational and

financial issues. These may present an opportunity in the future for further

consolidation into a consolidated BVWC entity." (Sorensen Direct at p. 5).

4

5 Q. Are there any other reasons RUCO finds consolidation persuasive?

6

7

8

In the Joint Application, the Companies assert "A regional water provider is

better positioned to provide significant and sometimes rapid capital

investment to address emergency situations that might threaten water

g quality." (Jt. App, at p, 3)

10

11

12

13

14 replacement.

15

Small water companies have small operating incomes. Yet, some of their

expenses cost the same as they do for large companies. For example, if a

well pump breaks, a large utility has a greater cash flow to purchase a

However, a small  water company has to pay the same

purchase price for that same well pump, but may not have the cash flow to

16 pay for it.

17

18

to

Cerbat Water Company appropriately illustrates this point. Cerbat provides

water service to 258 customers in Mohave County. Last October, the well

20

21

pump for its only well broke resulting in a stage 4 curtailment because

repairing the pump was a cost the utility could not absorb.

22

23

24

A.

11
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1 Q. What are the arguments in opposition to rate consolidation?

The EPA-NARUC publication also offers several arguments in opposition to

rate consolidation. RUCO lists the arguments it finds most persuasive

Conflicts with cost of service principles

Provides subsidies to some high cost customers at the expense of

other customers

Distorts price signals

Discourages water conservation

10 Q. Are these important considerations for RUCO?

Absolutely. All four of these arguments are strong reasons to reject a

proposal to consolidate rates. In most cases, RUCO has taken the position

that "costs should be borne by the cost creator." Rate consolidation deviates

from this tried and true maxim. RUCO believes that cost of service

rate raking should be the presumptive rule for the Commission. Only when

the Commission can specifically identify public policies in support of rate

consolidation should it approve a rate design the deviates from a cost of

service

In addition to cost of service concerns. rate consolidation can have the

unfortunate, negative consequence of contradicting the Commission's

important goat of water conservation. Rate consolidation is arguably "at odds

12
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with water conservation. Water is not the same everywhere in the statewe

Different systems have different challenges with water quality or water

quantity issues. Full rate consolidation ignores the harsh reality of the

difficulty of delivery of adequate and safe water in certain areas in Arizona

By consolidating rates and allowing a district with high costs to enjoy

subsidized rates, the Commission distorts the true price of water delivery

7

8

9

service for those customers. By distorting the price signals, customers no

longer have the incentive to use their water wisely. I will address this policy

concern as it applies to this docket in greater detail  further on in my

10 testimony.

11

12 Another concern RUCO has with rate consolidation is that it eliminates the

13 need to maintain books for individual systems. This could lead to the

14 Company over-building a system or not maintaining prudent cost controls

15 since the widespread sharing of these costs minimizes the rate increase.

16 This may incant a Company to unnecessarily inflate its rate base.

17
18
19
20
21
22
23
24
25

"If rates were to be consolidated, there would be no reason
to maintain separate books and records for each of the
[systems]...However, this loss of operation and financial
data would destroy the ability to evaluate the effectiveness
and efficiency of the Company's operation of the [systems].
As a result, the [public utility commission] would lose its
ability to exercise regulatory oversight and control as it
pertains to these systems."5

4 Id. at 5.
5 id. at 8 citing Ernest Harwig, Direct Testimony before the New Hampshire Public Utilities
Commission in DR 97-058, Pennichuck Water Works, inc. (1997).

13
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While RUCO finds significant concerns exist whenever a utility asks the

Commission to consider a consolidated rate design, based on the unique set

of facts before the Commission in this docket. RUCO finds the Commission

could find that the policies in support of consolidation outweigh the policy

considerations in opposition to consolidation

6

7 Q.

8

Did RUCO support rate consolidation in the pending Arizona Water rate

case (Docket No. W-014457A-08-0440)?

9

10

RUCO testified in Arizona Water that it supports stand-alone rates. RUCO

further testified that if the Commission finds that rate consolidation is in the

11 public interest, then RUCO would not object to a consolidated rate design as

12 illustrated by RUCO rate design "Option F.ll

13

14

15

In the Arizona Water case, "Option F" was a modified rate consolidation rate

design. It provided a consolidated monthly minimum rate for all 17 districts.

16

17

18

19

20

However, each district retained its own commodity rate based on that district's

cost of service. Finally, "Option F" limited any rate increase for any district to

no more than $5.00 for the average residential ratepayer. This sewed to

mitigate the rate impact for those districts that would subsidize the high cost

districts as well as to narrow the rate impact difference between the systems

21 with a rate decrease and systems with a rate increase.

22

23 In that docket, RUCO Oelieved its modified rate consolidation proposal was in

24

A.

the best interest of the ratepayers of Arizona Water if the Commission

14
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decided to deviate from stand-alone rates. First, RUCO testified that "Option

F" avoided rate shock better than any of the other proposals. Second

Option F" appealed to RUCO because i t  was a smal l  step toward

consolidation for such a large water company. Those, like RUCO, who are

uncomfortable with completely leaving traditional cost of service principles

could take some comfort that these principles would be preserved through the

commodity rates. Third, separate commodity rates for the 17 widely diverse

districts also send the proper price signals for water conservation. Fourth

Option F" would require the Company to maintain separate books for each

system to ensure that Staff, RUCO and others can review whether the

Company is prudently incurring costs

13 Q.

14

Didn't Arizona Water object to RUCO's characterization of their rate

design as "full" or "complete" rate consolidation?

Yes. Arizona Water opposed RUCO's modified rate consolidation proposal

Most notably, it objected to the retention of district-specific commodity rates

Does RUCO object to a fully consolidated rate design comprising a

single monthly minimum rate as well as a consolidated commodity rate

for all three districts in this case?

No. Not in this case

15
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1 Q. Well then, isn't RUCO's rationale in this case a departure from its

reasoning in Arizona Water?

No, it isn't. Just as the Commission must evaluate consolidation proposals on

a case-by-case basis, so must RUCO. In the case at hand, RUCO finds that

the public policy concerns that compelled RUCO to object to a fully

consolidated rate structure in Arizona Water are either not present in this

matter or are substantially blunted. RUCO stands by its testimony in Arizona

Water. However, I believe this docket is distinguishable

10 Please explain

In Arizona Water. RUCO's first concern was that rate consolidation distorted

price signals and conflicted with the Commission's established and wise goal

of water conservation. In this instant case, this concern is virtually eliminated

First, unlike Arizona Water's 17 districts which are located throughout the

state, all three systems in this matter are located close to each other and

share similar water delivery systems. As Mr. Sorensen notes, Bella Vista and

Southern Sunrise are physically interconnected in at least one area. Northern

Sunrise is only six miles away from Bella Vista. (Sorensen p, 5). Any

challenges that Liberty has to deliver safe and reliable drinking water in these

service areas apply equally to all three districts. In a sense, the "value" of the

water is essentially the same for a customer in Bella Vista as it is for a

customer in the Sunrise systems. This is different from the situation for

Q.

16
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Arizona Water where RUCO argued that the "value" of the water delivered to

the curtailment weary customers of Pinewood is different than that of the

water delivered to other districts - such as Casa Grande

Second, all three systems have nearly the same water consumption patterns

for residential users. The average monthly consumption rates are

6,612 gallonsBella Vista

5,755 gallons

Southern Sunrise 5,581 gallons

Northern Sunrise

This consistent pattern of water consumption is vastly different from the

consumption patterns of Arizona Water customers where Pinewood (Northern

Group) had an average monthly usage of 2,407 compared to Bisbee (Eastern

Group) that had an average monthly usage of 5,215, compared to White Tank

(Western Group) that had an average monthly usage of 15,648

Third, all three Liberty systems draw water from the same water source

Arizona Water, on the other hand, has systems spread throughout the state

Arizona Water provides water to its customers from different sources and had

different challenges to its delivery of water for its customers

Therefore. for the reasons detailed above. the concern RUCO had in Arizona

Water that consolidation would distort price signals does not exist in this

matter

17
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1 Q. Was that the only concern RUCO had in Arizona Water?

2 A.

3

4

5

6

7

8

9

No. RUCO also spent its energy objecting to fully consolidated rates in

Arizona Water because of RUCO's concern that under such a rate design

Arizona Water would not have to maintain separate books for each of its

systems. This would restrict Staff and RUCO from sufficiently investigating

the Company's operating expenses and determining whether the Company

was prudently maintaining its assets. Separate books, RUCO argued,

prevented the Company from over building and unnecessarily inflating its rate

base. RUCO relied on a New Hampshire Public Utilities Decision that

10 addressed this concern. I attach this PUC Decision to my testimony as

Exhibit B.

12

13 Q. Does RUCO have the same concern in this matter?

14

15

Not to the same degree as it has with Arizona Water. RUCO is able to more

comfortably set aside this concern for three reasons:

1.16 The Bella Vista consolidation proposal is a much, much

17

18

19

20

21

smaller undertaking than that proposed by Arizona Water.

If granted, the Bella Vista merger would consolidate a

Class B Utility with two Class C Utilities. Record keeping

consolidation for the 17 systems in Arizona Water is vastly

different than consolidation of record keeping for Liberty's

22 8,511 residential customers.

23 Belia Vista is a "regional" water provider with all of its

24

A.

2.

customers located relatively near each other, Arizona

18
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Water has systems located throughout the state. This

regionalization helps RUCO believe that it would be very

difficult for Liberty to over inflate its rate base with

imprudent overbuilding

Bella Vista has a progressive history of rate consolidation

Arizona Water has a limited consolidation history. This

history of consolidation for Bella Vista (with Nicksville) and

Northern and Southern Sunrise (the McLain systems) is

more extensive and has not resulted in any known over

inflation of rate base. Prior consolidation of the Liberty

systems has shown measurable benefits to the customers

13 Q. If the Commission decides in favor of rate consolidation, should that be

14 the end of the discussion relating to rate design?

No. In RUCO's opinion, a favorable rate consolidation proposal is one that

has the least detrimental effect to the systems that are picking up costs for

other systems at the initial stage of consolidation. Over time, rates will be

stabilized and increases will be minimized by spreading the costs of all

systems. However, the most obvious cost shift happens in the initial rate

case when rate design shifts from cost of service to consolidated rates. Any

effort to mitigate the impact of that shift is in the public interest

In this case, if the Commission approves a consolidated rate design, Bella

Vista ratepayers will pay a higher rate than they would if the Commission

19
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Furthermore, the

the Company's consolidation proposal.

Water, it is one thing for a system to endure a slightly larger rate increase in

order to protect other ratepayers from the shock for an exorbitant rate

increase. But it is another matter entirely if that increase is borne in order to

reward the other system's ratepayers with an unearned decrease in rates! A

primary goal of rate consolidation is to mitigate rate shock -- not to eliminate

any responsibility for that system to cover its own costs

approves stand-alone rates for the three systems.

customers of Northern Sunrise and Southern Sunrise will go from a sizeable

rate increase on a stand-alone basis to an appreciable rate decrease under

As RUCO expressed in ArizonaD

Under consolidated rates, using RUCO's revenue requirement, and the

Company's consolidation model, the average Bella Vista customer would pay

an extra $2.50 so that the average Northern Sunrise customer would be

rescued from a $41.06 increase. However, that extra cost to Bella Vista

customers not only shields their neighbors from a rate increase but it provides

the average Northern and Southern Sunrise ratepayers with an unearned

benefit of monthly savings of over $16.00. In "Option RUCO proposes to

take away the unearned savings in order to reduce the financial burden

placed on Bella Vista customers

E",

Under RUCO's revenue requirement, the average Southern Sunrise ratepayer would see a rate
decrease under stand-alone rates as well as under consolidated rates

20
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1

2

3

4

5

RUCO understands that the Commission may not adopt the exact revenue

requirement figure proposed by RUCO. "Option E" illustrates the idea that the

average ratepayer in systems that initially benefit from the consolidation

would either pay (1) the same amount as he pays under the current rates or

(2) the amount he would pay under new stand-alone rates if those rates

would result in a reduction in rates.6 In "Option RUCO takes its

consolidated rates and modifies their effect in order to shield Bella Vista

E " ,

7

8

9

10

11

12

13

ratepayers from picking up too much of the costs for the Northern and

Southern Sunrise systems. Using RUCO's revenue requirement, "Option E"

reduces the rate increase to Bella Vista ratepayers without having the

Northern or Southern Sunrise ratepayers experience an increase in their bill.

Under "Option E," Northern and Southern Sunrise ratepayers do not receive

the benefit of a rate decrease at the expense of the Bella Vista customers.

14
I

15 Q. How can you implement Option E while maintaining a consolidated

16 rate?

17

18

19

20

21

22

23

You can apply a credit on Bella Vista customer bills and a surcharge on the

Northern Sunrise customer bills. RUCO realizes that a separate line item

indicating a "surcharge" could cause some confusion and make a customer

believe their bill went up when, in actuality, the surcharge simply restores the

bill to its current level and eliminates the unearned savings. However, RUCO

maintains that mitigating rate shock should not result in an unfair and

unearned savings at the expense of other ratepayers.

24

A.

21
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1 Q. Does your failure to discuss an issue raised by the parties constitute

2 agreement therewith?

3 A No

5 Q Does this conclude your testimony?

6 A Yes

1

22
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The report was prepared by Janice A, Beecher, Ph.D., Beecher Policy Research, Inc., who
conductedan independent survey of commission staffmembers in 1996 on behalf of the
staff of the Florida Public Service Commission and subsequent verifications and updates
through contacts wide the commissions

This report does not constitute polices, positions, or views of the USEPA, NARUC, or
NARUC-member commissions

Acknowledgment and Disclaimer

This document is a collaborative effort of theUnited States Environmental Protection
Agency (USEPA) and the National Association of Regulatory Utilities Commissioners
(NARUC). USEPA is responsible for the implementation of Safe Drinking Water Act
provisions. NARUC represents state public utility commissions that have jurisdiction for
investor-owned and other water utilities
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Consolidated Water Rates: Summary

Purpose

Consolidated rates or single~tariffpricing is the use of a unified rate strucMe for multiple
water (or other) utility systems that are owned and operated by a single utility, but that
may or may not be contiguous or physically interconnected. The purpose of this report is
to provide policymakers and other stakeholders with an overview of consolidated
ratemaldng and an appreciation of the complex trade-offs involve in its implementation.

The report provides a review of historical, theoretical, and practical issues related to
consolidated ratemaking, implementation data, and key decisions by the state publicut i l i ty
commissions. A detailed survey of state public utility commission stamffneganding single-
tariff priciNg is presented. Gemetral commission policies are summarized, along' with
citations of specific regulatory decisions concerning single-tariff pricing.

How Consolidated Pricing Worts

Under consolidated pricing, all customers of the corporate utility pay the same rate for the
same service, even though the individual systems providing service may vary in terns of
operating characteristics and st8nd-alone costs. In many respects, consolidated rates are
the conceptual opposite of "zonal" or spatially differentiated rates.

i
:

I
!
r

i
I

i

Single-tariff pricing is used by many investor-owned water utilities, with the approval of
state regulators, but it also can be implemented by publicly owned utilities. Single-tariff
pricing can be an incentive for larger water utilities to acquire small water systems that
lack capacity because it makes it possible to spread costs over a larger service population
and maintain more stable and affordable rates for customers of some smaller and more
expensive systems. Singletariffpricing can be used by publicly owned or nonprofit water
utilities that operate satellite systems, but few examples are readily available.

I
4

I

q

Unfortunately, the literaltxrre on utility ratennaking, which leans heavily toward the
conditions and experiences of the energy and telecommunications industries, yields little
theoretical insight or empirical evidence iaNthe implications of single-tariff pricing. Much
of the understanding of this issue is dacived loom Case-specific regulatory proceedings.
However, an analyNs of historical and theoretical perspectives suggests that single-tariff
pricing is Not necessarily inconsistent with the prevailing principles of ratemaking.

The Tradeoffs

Sing1e~tariflf pricing is a provocative issue precisely because of the tradeoffs involved in
its application, including possible tradeoffs among different types of efficiency. Single-
ta1iffplicing might lessen some kinds of efficiency (such as those related to spatial
allocation of costs and price signals to customers), while improving other lands of

vii
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efficiency (such as those related to management and innovation). Of particular
importance, but hardest to gauge, is whether single-tariff pricing and related restructuring
can lead to long-run efficiency improvements in the water industry. Water utilities and
policymakers must consider and weigh the evidence and trade-offs prior to implement ing
or approving single-tariff pricing.

E
r

I

I

I

A variety. of theoretical and practical arguments in favor and against the use of single-
tariff pricing can be made. Single-tariff Pricing tends to stabilize rates and revenues,
mitigate rate shock, and make rates more affordable for the customers of the smallest and
more expensive systems. While achieving certain capacity-development, affordabil ity,
and operation efficiency goals, however, s`mgle-tariff pricing also might trade a degree of
economic efficiency by ignoring spatial differences in costs and diluting price signals. A
1996 survey of commission staff members identified several arguments in favor of and
against single-tariff pricing were identified.

Summary of Select Arguments in Favor and Against
Single-Tariff Pricing

Select Arguments in Favor of
Single-Tariff Pricing
cl Mitigates rate shock to utility customers (17)
D Lowvvers adonis=trative mosts to the utilities (16)

D Provide 'mceuiives for utility regionalizaliorx and
consolidation (15) .

o Physical interconnection is not considered a

Select  Arguments Against
S ing le -Tar i f f  P r i c ing  .
D Conflicts with cost-of-service principles (14)
El Provides subsidies to high-cost customers (l 2)
D Not acceptable to all affected customers (10)
D Considered inappropriate without physical

interconnection (8)
cl Distorts price signals to customers (7)
D Fails to account for variations 'm customer

contributions (6)
U Justification has not been adequate in a

specific case (or cases) (6)
D Discourages efficient water use and

conservation (4) .
D Encourages growth and development in high-

cost areas (4)
D Undennines economic efficiency (3)
El Provides unnecessary incentives to utilities (2)
cl Not acceptable to other agencies or

governments (2)
U Insufficient statutory or regulatory basis or

precedents (2)
D Overall Costs ouhveigh ovaadl benefits (2)
D Encourages overinvestment in infrastructure

(1)

1

I

J

:

|

prerequisite (13)
U Addresses small-system iNability issues (13)
D Improves service affordability for customers (12)

Provides 'ratemalcing treatment similar to that for
other utilities (10)

o Facilitates compliance with drinldng water
standards (9)

D Overall benefits outweigh overall costs (9)
Cl Promotes universal service for utility customers (8)
cl Lowers administrative cost to the commission (8)
cl Promotes ratepayer equity on a regional basis (6)
D Encourages investment in the water supply

infrastructure (5)
D Promotes regional economic development (3)
cl Encourages further private involvement in the water

sector (2)
D Other: Can be consistent with cost-of-service

principles (1) and found to be in the public interest

. (1) _ -.--_. ,
Source: Author's construct. See Tables ET and ET. Numbers in parentheses represent number of mentions
(out of 21 applicable survey responses).
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efficiency (such as those related to management and innovation). Of particular
importance, but hardest to gauge, is whether single-tariffpricing and related restructuring
can lead to long-run efficiency improvements in the water industry. Water utilities and
policymakers must consider and weigh the evidence and trade-offs prior to implementing
or approving single-tariffpricing

A variety of theoretical and practical arguments in favor and against the use of single
tariff pricing can be made. Single-tariff pricing tends to stabilize rates and revenues
mitigate rate shock, and make rates more affordable for the customers of the smallest and
more expensive systems- While achieving certain capacity-development, affordability
and operation etiiciency goals, however, single-tariffpricing also might trade a degree Of
economic efficiency by ignoring spatial differences in costs and diluting price signals. A
1996 survey of commission staff members idendied several arguments in favor of and
against single-tariff pricing were identified

Summary of Select Arguments in Favor and Against
Single-Tariff Pricing

Select Arguments in Favorof
Single-Tariff Pricing
cl Mitigates rate shock to utility customers (IT)
Cl Lowers administrative costs to the utilities (16)
CI Provides incentives for utility regionalizatiorrand

consolidation (15)
D Physical interconnection is not considered a

prerequisite (13)
D Addresses small-systenu viability issues (13)
D Improves service affordability for customers (12)
D Provides ratemaldng treatment similar to that for

other utilities (10)
D Facilitates compliance with drinking water

5̀ i8J'Ld8.l'dS (9)

D Overall benefits outweigh overall costs (9)
D Promotes universal service for utility customers (8)
111 Lowers administrative com to the commission (8)
D Promotes ratepayer equity on a regional basis (6)
D Encourages investment in the water' supply

infrastruaurc (5)
El Promotes regional economic development (3)
re Encourages further private involvement in the water

sector (2)
Cr Other: CaN be consistent with cost-of-service

principles (1) and found to be in the public interest

Select Arguments Against
Single-Tariff Pricing
D Conflicts with cost-of-service principles (14)
U Provides subsidies to high-cost customers (12)
D Not acceptable to all affected customers (10)
D Considered inappropriate without physical

intaconneeticm (8)
D Distorts price signals to customers ('7)
D Fails to account for variations in customer

contributions (6)
U Justification has not been adequate in a

specific case (or cases) (6)
D Disooxrrages eitident water use and

cofnsewation (4)
G Encourages growth and development in high

cost areas (4)
U Undermines economic etiiciency (3)
D Provides m-mecessary incentives to utilities (2)
u Not acceptable to other agendas or

governments (2)
D Insufficient statutory or regulatory basis or

precedents (2)
El Overall costs outweigh overall benefits (2)
D Encourages overinvestment in i11frasurl.\cturc

Source: Author's consuuci. See Tables ET and ET. Numbers in parentheses represent rumba of mentions
(out of 21 applicable survey responses)
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State Commission Policies

The public utility commissions have provide the central forum in which single-tariff
pricing has been evaluated. Single-tariffpricing is a relevant regulatory policy issue only
for the thirty(30) state publicutility commissionswith jurisdiction for multi-system
utilities. Giventhis content, a clear majority of affected statecommissions have allowed
regulated water utilities to implement single-tariffpricing (22 state commissions) .

Based on the commission survey and subsequent updates,single-tariffpricing is generally
accepted in eight(8) states. A few states(suchas Connecticut, Pennsylvania, and Texas)
have recognizedsingle-tariff pricing as a policy tool. Staff members at seventeen (17)
commissions characterized the policies of their commissions as"case-by-case," indicating
that the single-tariff pricing must be justified for everyspecific application (even when the
policy is "generally accepted"). Numerous exemplary decisions can be cited.

Summary of State Public Utility Commission Policies on
Single-Tariff Pricing for Water Utilities
Commission Policy State Commissions
Generally Accepted (8) Connecticut Pennsylvania

Missouri South Carolina
North Carolina Texas
Oregon Washington
Single-Tariff Pricing Has Been Approved (I4)
Arizona New Hampshire (d) (1)
Delaware (a) New York
Florida New Jersey (e) (f)
Idaho (not an issue) Ohio
Illinois Vermont
Indiana (la) (1) Virginia
Massachusetts c _ West Virginia
Single-TariffPricin_g_Has Not Been Approved (3)
California (g)
Maryland (not an issue)

. Mississippi (not an issue)

Case-By-Case (17)

Never Considered (5) Maine
Wisconsin

Nevada
New Meadco
Oklahoma
Rhode Island
Tennessee
Utah
Wyoming

Iowa
Kentucky

- Louisiana
Not Applicable - No.Mu1ii- Alabama
System Water Utilities (15). Alaska

Arkansas

Colorado

Hawai i

Kansas

Montana

Nebraska

Georgia
Michigan

Minnesota __ ___
Sam-ce: Author's construct. See Table 12 for notes.

No Jurisdiction for Water
Utilities (6)

North Dakota
South D8.kot8
Washington, D.C,
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Guide for Readers

1. Introduction. The introductory section defines consolidated ratemaddng, discusses
general advantages and disadvantages of this approach, and provides the policy and
regulatory context in which rate consolidation is considered

2. Background. This section contemplates single-tariffpricing in light of an historical
perspective and the prevailingeconomic regulatory literature. The concept of spatially
differentiated pricing (or "zonal rates") also is considered

3. Spatial Pricing and Ratemaldng Theory. Principles of ratemaking and tradeoffs
among efficiency, equity, and other policy goals, are considered. Goals unique to the
water industry are identified. The section also contrasts pricing in theory with pricing in
practice

4. Structural Issues in the Water In dusty. This section identifies ways in which
pricing policies will shape the Structural character of the water industry and the future of
small water systems

5. Cost Profile of the Water Industry. This section considers the cost profile of the
water industry, including the relevance of economies of scale, the challenge of
maintaining 8Kmdab1ewatm service for consumers, andthe means to enhancing water
system capacity

1
1

6. Examples of Single Tariff Pricing, Numexical illustrations of rate comolidadon are
provided here, includingexamples firm two recent cases in Indiana andNew Hampshire

I

7..Public-Utility Commission Role. The role of the state public utility commissions is
reviewed in Ellis' section, with an emphasis on how commission policies will affect the
structure of the industry through consolidation :

I

8. Commission Survey. Results of a 1996 survey of commission staifmembers are
plesimtedl Based on a' database derived li'om.&1e survey, this section also identities the
characteristics of utilities that have implemented consolidated rates

9. Arguments in Favor and Against Rate Consolidation. Commission staff views
about the advantages and disadvantages of single~ta1iffpricing are presented

10. Commission Policies on Rate Consolidation. This final section sinnmarizes
commissionpolicies on rate consolidation and provides an overview of several key cases
including regulatory decisions from West Virginia, Pennsylvania, Massachusetts, Florida
Il l inois, New Jersey,Missouri, Indiana, New York, and Connecticut. This section also
considers legal challenges to the authority of regulators to approve consolidated rates
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• Introduction

Definition

Consolidated rates or single-tariff pricing is the use of a unified rate structure for multiple
water (or other) utility systems that are owned and operated by a single utility, but that
may or may not be contiguous systems or physically interconnected. Under a systemof
single-tarif'fpricing, all customers of the utility pay the same rate for service, even though
the individual systems providing service may vary in terms of the number of customers
served, operating characteristics, and stand-alone costs. Single-tariffpricing essentially
allows for allocating the average costs of combined systems in the course ofratemaking
In addition to the term "consolidated rates," the terms "single-rate structure," "uniform
rates," "standard-tariiTlrates," "unified rates," and "rate equalization" sometimes are used
in connection with the concept of single-tariffpricingf For the purposes of this report, the
terms consolidated rates and single-tariffpricing are used interchangeably

Single-tariff pricing De-emphasizes spatial distinctions in costs. One of the best examples
of a single tariffacross an expansive and multicentiic "service territory" is the single rate
used in the United States for first-classpostage. Indeed, consolidated rates sometimes are
called "postage-stamp" rates. Conventional wisdom holds that uniform postal rates
historically facilitated the extension of service to mural areas and that they continue to serve
the national interest, provide equity and accessibility, and lower transaction costs

ExaMples of uniform pricing also can be found in the other public utility sectors. Long
distance, cellular-phone, and cable television services typically are priced according to the
single-tariff concept (although the same terminology might not be used). Historically, at
least, energy prices were established for a regional enbanchised service territory, regardless
of the physical proximity of customers to specific utility facilities." The other public utility
sectors generally price across larger regional territories than water utilities, although
facilities in the other sectors tend to be physically interconnected through transmission and
distribute on networks

Use of single-tarilff pricing by U.S. water utilities continues to be debated in regulatory
policy circles, although many states have approved consolidated rates for one or more
jurisdictional utilities .and a few states have actively promoted these of single-tariff
pricing. A very prornineuzrt example of single-tariff pricing in the water sector comes &om

across the pond." All of Great Britain's privatized regional water and wastewater utilities

1

The concept of uniformity is useful, but the term "uniform rates" probably should be reserved for rate
structures that do not vary usage (or volumetric) charges by quantities (or blocks) of water usage
For a provocative discuWon of both sides of the issue, see Ronald H. Cease, "The Economics ofUniform

Pricing Systems,"Manchester School cfEconomies and Social Studies' Vol.15 (May 1947): 139-56
In the context ofrestructming and partial deregulation, methods for aggregating customers, allocating

costs, and setting prices are changing dramatically. Spatial considerations might become less iiniportant in
some instances, as in the purchase of electricity from a far-away generating facility. But market forces
might also tend to group customers with similar cost profiles and undermine the goals of cost averaging
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andmostof the smaller water companies, impose uniform rates for measured (metered)
service, for both household and nonhousehold customers, A summary of recent British
water tariffs is provided later in this report

Single-tariff pricing can be absolute, applicable to all of the systems comprising the water
utility. However, utilities also sometimes establish rates for regional zones consisting of
subsetsof water systems within the larger service territory. Rate consolidation sometimes
is used for water systems that are contiguous but not interconnected, as.we1l as
noncontiguous no interconnected systems, basedonvarious criteria. Partial rate
consolidation can be a compromise between individualized tariffs and complete single-tariff
pricing, or part of a phase-in plan leading Ultimately to a single tariff for the entire utility
and all of its service territories. Figures 1 through 4 provide simple illustrations of the
basic issues involved 'ii rate consolidation for. water utilities. A glossary of terms appears
in Appendix A of this report

Figure 1. Water Systems without Physical Interconnection

Figure 2. Water Systems with Physical Interconnection
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Figure3. Water Systems with Stand-Alone Pricing

s
I

Figure 4. Water Systems with Consolidated Pricing

3
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Key Advantages and Disadvantages

The primary advantages of single-tariff pricing are that itcan lower administrative and
regulatory co.sts, enhance financial capacity and capital deployment, achieve rate and
revenue stability, and improve service affordability for customers of very small (or
extremely small) water systems. The water industry's rising investment needs correlate
with the interest in rate consolidation. A leading argument for single-tariff pricing made by
multi-system water utilities is that each individual system eventually will require an infusion
of capital for renovations and improvements, only the timing varies. Equalizing rates
smoothes theeffect of discrete cost spikes across systems aha over time,much like
insurance pooling. Single- ff pricing also achieves equity to the extent that all customers
of a given utility company pay the same price for comparable service.

Importantly, single-tariffpriciNg is a pricing strategy, not a costing strategy.Single-tnriif
pricingcan appear to lower costs when in reality it simply allocates costs differently. In .
fact, one cf the chief benefits bf single-tariifpricing is that it greatly simplifies the
allocation of common costs across separate facilities. Monty water utilities believe that
dongle-tariffpricing is more reflective of the consolidated cost of service. By ifselii single-
tariffpricing may not provide significant economnis of scale because only the costs
associated with the pricing Process itself (including analytical, adnninismamtive, and
regulatory costs) can be considered. Economies of scale 'm water production and
management are achievable, irrespective of the rate structure implemented by the utility.
Separating the cost side from tire price side is crucial to understanding .the true nature of
the single-tariffpric'mg issue.

I

!

j

However, single-taIiE pricing can lead to economies of scale in the water induetiy tlncuugh
secondary benefits. The secondary advantages are that single~ta1itT pricing can encourage
indusltiry consolidation, common management of smaller systems, 81ld overall technical,
Financial, and managerial capacity. If regiunalizaxlion eventually includes plirysical
interconnection among some or allsystems managed by a utility, more significant
economies of scale can be realized. Larger utilities view consolidated mM as an incentive
to engage in acquisitions because it can expedite the process and simplify rateinnaldng.. The
single-tariiffprice also can provide a powerrfid incentive for small coitununities as they
contemplate selling their systems to larger utilities.

I
II.I.

:

I
!
I

I

Other secondary advantages of consolidated rates include improved regulatory compliance
by water. utilities, the provision ofuniversal service to customers who desire and need
water service, and coordinated water resource protection, management, and planning.
Even without physical intercomlection, regions utilities can play a role in deNning regional
communities within which environmental services are provided. A consolidated rate for a
larger community of customers will be more sustainable over time than stand-alone rates
for smaller colmnunities.

I

Consolidated rates also can improve the overall operational efficiency of a utility. Absent
single-tariffpricing, the utility might be induced to invest in die system facing the highest

I

i
I

i
I
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rates, even if this is a suboptimal choice from the standpoint of total system operations and
economic value to the customer base as a whole. In other words, the ut i l i ty might feel
pressure ro lower pnlces instead of lowering total  system costs. With single-tari t fpr ic ing
uti l i t ies are induced to invest their available resources in the functional areas where the
greatest improvement can be achieved at the lowest cost, to the benefit of all customers

The primary disadvantages of singletari f fprici rrg are that i t  appears to undermine
economic eff iciency, distort price signals to customers, and manifest an inconsistency with
tradit ional cost-of-service principles. '  Although subsidies through some societal pol icy
instruments (namely, taxes) are widely accepted, subsidies through uti l i ty rates generally
are not Another potential ly important equity concern is whether consolidated rates result
in subsidies from the low-income customers in the low-cost area to higher-income
customers in a high-cost area, This effect is mit igated to the extent that water use by Iow-
income customers tends to be relatively low. Various aspects of the rate design also can
lessen this type of subsidy.

Some communities and large-Volume water users have opposed single-tariffpricing
because they believe it is merely a means of subsidizing high-cost users at the expense of
low-cost users- For this reason, single-tariffpricing 8L1so seems to be at odds with water
conservation, in that itappears to weaken price signals and thusundermine efficient
production and consumption. Ifrate consolidation involves a price decrease for some
customers, one concern is that w8Mcomumpdon could increase.'

I

L

I

Secondary disadvantages are that---absent other incentives. or safeguards-» single-tariE
pricing cemprovide some water uti l i t ies with incentives to overinvest in individual systems,
disincentives for cost control, and a competit ive advantage in the course of acquisit ions.
The latter concern applies only if one potential acquirer can offer consolidated rates and
another CBIIIIDL7

I

These concerns are fundamental to ut i l i ty economics, pricing, and regulat ion. However,
Amy differences between single-tariff pricing and spatial pricing 'm terms of efficiency and
other effects have not been well established from either a theoretical or empirical
standpoint. Evaluating the net eff iciency effects is especially difEcult_ Single-ta.riHlpricing
might lessen some lands of efficiency (such as those related to spatial allocation of costs
and price signals to customers), while improving other lands of et'Eciency (such as those
related to Management and innovation), Of part icular importance, but hardest to gauge, is
whether single-tari f fpricing and related restructuring can lead to long-run eff iciency

l

q

4
I

4 Steve H. Hawke, "On Water Tariff Equalization Policies," Water Engineering and Management 128

(August 1981): 33-34.
s The appropriateness of rate differentiation continues to be debated today in the context of both regulation
and deregulation of public utility industries, The potential movement away from cost averaging for some
:services will affect customers, as well as the utilities that serve them.
6 The price elasticity literature, however, is clearer about the usage effects of price increases than the usage
effects of price decreases;
1 In realty, competition for acquisitions is less a problem in the water induslJ'y than finding a single capable
and willing buyer.

l
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improvements in the water industry. Single-tarift pricing also has been underevaluated i n
terms ofratemaking criteria other thaneconomic efficiency.

Single-Tariff Pricing as a Policy Issue

Single-tariff pricing is a public policy issue because it involves tradeoffs among competing
policy objectives. Traditional cost-of-service principles and economic efficiency
arguments, adhered to in the U.S. model of economic regulation as applied by the states to
public utility monopolies, can lead to the conclusion that spatially-differentiated (or
allocated) costs should be used as the basis for pricing utility services. Single-taliffpricing
as a matter of public policy in this context requires an explicit recognition of the tradeoffS
involved.

I

Specifically, single-tariff pricing involves a tiradeoh between conventional ideas about cost-
based rates, economic efficiency, another legitimate ratemaldng goals. These other goals
include, for example, small-system capacity, rate and revenue stability, universal service,
and compliance with environmental standards. A fine-tuned price signal that appears to be
economically efficient, for example, Can IeMt in considem8bly less rate and revenue
stability. Likewise, a conservation-oriented rate may not be affordable to customers.
Evaluating ratemaldng trade-offs can be complex. The decisiomnaking process can be
greatly enhanced by information and analysis, and decisions can be made more rational, but
a certain degree of judgment ultimately is required in determining whether a particular
option is in the public interest.

i
r
r
E

The short-teim goals of single-t'a1iffpricing tend to focus on enhancing the financial
capacity of water systems and making rates more affordable for water customers. The
long-term goals, however, are related to structural change 'm the water industry.
Specifically, s`mgletariffpriclmg is regarded as a means to consolidating the management
and operation of water systems, or "regionalization," to achieve multiplepolicy goals.

4

The Regulatory Context

E
i
I
I

Single-tariff Pricing has received more attention 'm the content of economic regulation by
the state public utility commissions than 'm context of public ownership (where regulation is
limited or nonexistent). A compilation of citations to selected commission orders on the
issue can be found in Appendix B of this report. As discussed later 'm this report, the issue
is not equally relevant in every jurisdiction. Not all states regulate water utilities, and for
those that have jurisdiction, multi-system water utilities may not be present. Single-txriif
pricing also has not been raised as an issue for every multi-system water utility

Single-tarif'fpricing was placed on the regulatory policy agenda by the investor-owned
water industry. Some water industry officials have made a strong case for sin8le-tarif1`
pricing before regulators. Several of the regional affiliates of the American Water Works

1

I

I
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Company have taken the lead in advocating this method of pricing before the state public
ut i l i ty commissions including the commissions in Illinois, Indiana, New Jersey, and
Pennsylvania. However, other multi-system utilities (not affiliated with American Water
Works), commission staff members, and other stakeholders also have raised the potential
use of  single-tari f fpricing

The. many proceedings (and sequences of proceedings within certain jurisdictions) in which
the issue of single-taril i '  pricing has been raised is suggestive of the case-by-case manner by
which single-tari f f  pricing pol icy has largely developed. This is due in part to the nature of
commission decisionmaking: regulators must rule on the record of evidence put before
them in a give proceeding and each individual ut i l i ty general ly must make i ts own case for
implementat ion. However,  some commissions have expl ici t ly encouraged the movement
toward single-tari f fpricing and a few have incorporated this approach into general pol icies
and specific policies dealing with acquisit ions of smaller systems.

Opponents have argued forcefully before the commissions that single-tariffpriciug
contradicts fundamental regulatory principles and conventions, as well as undenanines the
commission oversight responsibility:

Tarif f  consolidation, sometimes cal led Single Tarif f  Pricing (STP), breaks the
connection between costs and rates. It  is a fundamental tenet of ut i l i ty rateMaldng
policy that the cost causer should also be the cost payer. STP runs counter to this
principle. Under and STP scheme, customers who receive no service from the core
system would receive a considerable subsidy. Likewise, customers who do not
impose a load on the [encore systems] would be forced to pay a port ion of the
cost of providing that service indefinitely. A customer located in the core system ,
would be encouraged to conserve water to an excessive degree. Conversely, a
[encore customer]  would bear a smal ler economic penalty for using more water'
than necessary.

i

i

:

I

I

.

I

It is also inurportant to note that once a regime of subsidies has been initiated, it is
very difficult to discontinue this practice due tO customer impact considerations,
even if it has been found to create undesirable consequences. Subsidies are
understandably popular among those who receive them, and it is equally
understandable that they will resist their being terminated. Conversely, subsidies
are understandably unpopular among those whopay them... .

If rates were to be consolidated, there would be no reason to maintain separate
books andrecords for each of the [systems].._s However, this loss of operating and
Financialdata would destroy the ability to evaluate the effectiveness andefficiency
of the Company's operation of the [sy$1¢ms]. As a result, the [public ulility

s This point seems somewhatoverstated, Most consolidated utilities maintain detailed cost and other data
on their opeiadng units for planning and management purposes. Under single-tariff pricing, the need for
an acceptable method to allocate common costs across distinct systems for ratemaldng purposes is lessened
or eliminated.

7
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.
I

commission] would lose its ability to exercise regulatory oversight and control as it
pertains to these systems."

E
E

Most of the commissionshistorically shared this predilection for "cost-based" rates. In
numerous recent decisions involving a variety of utilities and issues, however, many of the
state public utility commissions have found that single-tariff pricing is in the public interest
and that it comports withprevailing standards concerning just, reasonable, and
nondiscriminatory rates. Some comMissions have found that single-tariffpricing is not
inconsistent with cost-of-serviceprinciples or with commission rateluuaking authority.

A variety of specific rationales (or combinations thereof) have been put forth by some of
the commissions to justify approval of single-tariff pricing: it addresses pragmatic concerns
affecting utilities and customers (namely, revenue stability and mitigation of rate shock); it
is consistent with consolidated management, operations, financing, and corporate ,
structures; it reduces regulatory caseload and costs, and it results in comparable prices for
comparable services produced from comparable facilities. Many investor-owned utilities
have strongly urged regulators to recognize that.these companies provide all of their
customers the same brand-name product (a safe and reliable supply of potable water) and
that single-tariff pricing will also make the product more affordable. Essentially, single-
tsriffpricing makes it possible for all customers to share in the total economies of scale and
scope achieved by the utility corporation.

I

i

Asserting regulatory authority to approve single-tariffpricing in some jurisdictions has not
been an easy task. The issue often arises in the context of other complex regulatory issues
related to water utility rates, management, operations, and acquisition practices.
Regulatory rulings must be within the scope of commission authority and the boundaries
set by state legislatures and the courts; if not, conimissiofn decisions can be legally
challenged. renaMe as explored latter 'm this report, the state public utility .
commissions have approved the use of single-taiitfpricing for many multi-system water
utilities. SewmN specific regulatory determinations involving single-tariff pricing are
reviewed later in this report.

I

I

I
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9 Ernest Harwig, Direct Testimony before the New Hampshire Public Utilities Commission in DR 97-058,
Pennichuck Water Works, Inc. (1997).
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» Background

I

I

With few exceptions, the literature on public utility economics and ratemalidlng-including
ratemalcing for the water industry-sheds little direct Fight on the issue of single-tariff
pricing. The leading scholarly work on'utiiity economics mainly considers the economic
characteristics of telecommunications and energy industries, where private ownership
prevails,-regionalization is pervasive, physical interconnecdcm is the norm, and costs Of
transmission are low.'°  The leading manuals on water utility ratnemaking published by the .
American Water' Works Association convey little (if any) information about the single-tariff
pricing method, a fact that probably undermines the method's instiMtimnal acceptance." A
cursory review of other promising bodies of literature, such as economic geography, does
not readily yield iMorrhation on this apparently understudied issue.

The limited discussion of the spatial dimension of utility ratemaldng appears mainly pviihin
the litelame on legal doctrine and in.fbe consideration of zonal Pricing.

The Municipal-Unit Doctrine

l
i
I
!

I

In the adolescent years of the public utility industries, legal scholars debated whether costs
of providing service should be allocated spatially. Specifically, the debate centered on the
cost differences associated with providing service to urban and rural areas, the latter of
which can be more expensive to serve because of the cost of service-line extensions and
lack of economies of scale (for example, numerous users at the end of the line). The
mown result of strictly cost-based pricing would have been to discourage Use extension of
"modem" services to rural areas, Based on the essential nature futility services, the
consequence would have been marked differences in the quality of life between urban and
anal dwellers, as well as underdevelopment of rural communities.

:

!
I
!

!

I

i

A series of legal precedents seemed to establish rnunicipaiities as ratemaddng units for
utilities serving multiple cities. The "municipal-unit doctrine" refers to the treatment of a
municipality as a distinct senfice territory and unit for cost allocation and ratemalcirig .

purposes (that is, "city-based" rates). In a 1934 review, however, Robert D. Armstrong
passionately rejected the "municipal-unit doctrine," primarily on economic-development
grounds:

i
!
I

System utilities have made service available to the entire public, both urban and
rural, withinlarge areas. This development serves a sound social policy. Any
regulatory policy or rule of law which would Curtail it or rob it of its just reward
would be unfortunate and unwise. If each locality .were required to stand upon

I
I
I.

In See Charles F. Phillips, Jr., 7712 Regulation ofPublie Utilities (Arlington, VA: Public Utilities Reports,
Inc;, 1993). .
11American Water Works Association, Wafer Rates (MJ), Water Rates and Related Charges (M26), and
Alternative Rates (M34) (Denver, CO: AmericanWater Works Association, 1983, 1983, and 1992,
respectively).

2
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its own bottom, so to speak., meal and village extension and development would
be discouraged, and in many cases existing sewiwabmdonM

This would hurt the larger communities as well as the rural localities. It would
tend to eliminate the rural and village patrons, who now contribute something
to system overhead and return, and thus lessen its burden upon city and town
patrons. It would reverse the process by which large scale production and
distribution have been made possible, with more dependable service and lower
rates for all. It might ultimately require higher rates within the larger
municipalities in order to produce a reasonable unit return

Moreover, anything that would discourage the development and prosperity of
the tributary anal and village territory would react unfavorably on its economic
center and businesscapital

Armstrong dm cites addresses by Governor (and President-to-be)Franldin D. Roosevelt in
1929 and Harvard ProfessorPhilip Cabot in 1932, both of whom advocated"greater
unifonnity in public utility rates despite differences in cost on broach grounds of public
policy." At the 1929 StateFair, Roosevelt "attacked die inequality and lack of
standardization" of utility rates and declared the situation"manifestly unfair'

Now, I am sorry to say that the principle of reasonably equal Service at reasonably
equal cost to all the people of the State has not been carried out with regard to the
two latest forms of public service-the telephone and electricity. For some reason
(the liistory of which it is unnecessary to go into) the original telephone companies
were allowed to cage&Emmt kinds of rates, and now, when practically all
telephones are con1:rolled by the greatest of all American mergers, we do not insist
on either uniform service or uniform rate

The other example, and one which is even more glaring in its unfairness, is that of
the use of electricity in the homes. The railroad principle of fairly uniform rates has
been thrown to the winds even by the public regulating body known as the Public
Service Commission. Is it [now] time no stop and ask the question: "Why does
electricity in the home, the electric lights_electric refrigerator, electric sewing
machine, the home machinery, cost as high as from 15 to 20 cents per kilowatt hour
in some localities and as low as &om 4 to 6 cents per ldlowatt hour in other
localities." Why should families in one section be so grossly penalized over families
in another section?

Robert D. Armstrong, "The Municipality as a Unit in Ratemaldng and Confiscation Cases,Michigan
Law Review 32 No. 3 (January 1934), footnotes omitted. Armstrong served as a hearing examiner with
the Indiana Commission and thereafter with the Interstate Commerce Commission

Armstrong (1934), 292n
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This difference 'm charges is true not merely in its application to regions as large as
counties, but is true in respect to towns adjoining each other andhousesseparated
only by a mile or 1wo. This is perhaps one reason why even today nearly two-thirds
of all the farm houses in the State of New York have no electricity. I am
wondering whether it is not time for the people of this State to ask for the
application of a more uniform rate and a more uniform system of charging for
installation."

Utility regulatorshave a considerabledegreeof discretion inratemaking, but their authority
is derived from state legislatures and checked routinely by the courts. In 1933, for
example, the Supreme Court upheld a decision by the Indiana commission to treat
municipalitiesas separateratemaldng units pursuant to state law. In response, however,
the legislature expressly authorized the commission to prescribe uniformrates ona regional
basis. This section continues tohold a place in the Indiana Code:

Every public utility is required to furnish reasonably adequate service and facilities.
The charge made by any public utility for any service rendered or to be rendered
eiidrer directly or in connection therewith shall be reasonable andjust, and every
unjust Or unreasonable charge for such service is prohibited and declared unlawiirl.
.The commission, in order to expedite the determination of rate questions, or to
avoid unnecessary and unreasonable expense, or to avoid discrimination in rates
between classes of customers, or, whenever in the judgment of thecommission
public interest so requires, may, for ratemaldxig and accounting purposes, or either
of them, consider a single municipality and/or two (2) or more municipalities and/or
the adjacent and/or intervening meal territory as a regional unit where the same
utility serves such region, and may within such region prescribe uniform rates for
consumers or patrons of the same class, ..is

The policy theory deployed to reject the municipal~unit doctrine accepts a fairly sizable
subsidy of rural services in the interest of achieving societal policy goals. Historically, and
for public policy reasons, rural utility services also were subsidized through governmental
grant and loan programs. In the public sector local governmental subsidies related to
water and wastewater services are relatively common."'

Following the apparent demise' of the mUnicipal-unit dectlcine, most investor-owned
telecommunications and energy services seemed to price their products cm a service-
teMtory basis. -Today, this issue has been eclipsed by the tr-end toward competitive pricing.
Price theory suggests that competitive firms will offer the same price, based on marginal
cost, at dl locations. Unregulated monopolists will maximize profits by engaging in price
discrimination among markets. According tO B. Peter Pashigian, the het

"' ibid.
is Indiana code §8-1-24 Sec. 4.
16 Another violation of efficiency occurs when subsidies flow from the water system to the nnmicipal
budget.
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Figure 5. Hlustration of Pricing Practices by Firms

Source: Adapted from B. Peter Pashigian,Price Theory and Applications
(New York: McGraw Hill, 1994), 467.

price Will be lower 'm the distant Market under geographic price discrimination because the

price-discrimina1:ing mommlpolist absorbs the .weight costs associated with distant sales."

Of course, economic regulation tends to reverse this finding, resulting in higher prices to
higher cost areas (namely, 4ist&I1i or rural markets). Pricing theory suggests, however, that
consolidated rates may be consistent with the behavior of Competitive firms. The
generalized disparity in pricing among different types of Eras is illustrated in Figure 5.

I
I

Competition places a greater emphasis on overall efficiency as a determinant of price levels,
rather than on allocating costs accordiNg to space or Other criteria used in monopoly
ratemaldng. Competitive pricing also ships some attention away from the cost of service
toward the value of service. Pricing flexibility can help firms respond to competitive
forces, focus on service, and improve overall efficiency. When left to their discretion,
many multisystem utilities will opt for the competitive advantage of a consolidated rate.
Absent competition, however, the rate will not achieve efficiency.

B. Peter Pashigian, Price 771209' and Applications (New York: McGraw Hill, 1994), 467,
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Spatial Pricing

I

Analysts seem to agree dirt utility costs vary spatially, that is, the cost of sewingone area
generally is not matched by the cost of sewing another area. For water utilities, differences
in elevation, climate, physical terrain, the age of the infrastructure, the density of the
service population, and a host of other factors will tend to affect costs even for service
territories that otherwise appear similar. Differences in the proximity to water sources, the
type ef source (surface water versus groundwater), the quality of source water, and
implemented' treatment methods will tend to produce substantial cost differences.

Assumptions about ettici -1 | cy and Concerns about equity-in cost allocation also cam lead to
zonal pricing, by which utilities varyprices according to spatial variations in costs among
customer groups that are grouped into zones, districts, or service areas. Zonal pricing
recognizes that the locationof consumers within a larger service area can affect the cost of
providing service."

With zonal pricing, rates axe differentiated according to substantial differences in the cost
of serving different areas. Zones generally are defined in spatial rems and represent
geographic clusters of customers MMsiMilar cost characteristics. Differences 'm costs
among zones may be attributed to differences in distribution system costs, which may be
due to differences in the physical plant serving the zones (including age). A more
frequently cited reason for spatially differentiated pricing, however, is the variation in
pumping costs caused by differences in the proximity to facilities, density of the service
population, and particularly elevation, For practical purposes, and as used in this report,
zonal pricing is essentially the same as spatially differentiated pricing.

I

i
J

The zonal price can reflect not only the proximity of groups to source aNd treatment
facilities, and differences 'm terrain, but also the different peaking characteristics that
service areas might present. Economist Robert Greene describes a situation in which three
zones present alternative distance and peaking characteristics that can be used to guide the
efficient allocation of capacity costs foreach zone." In this case, customers assume a
greater cost burden when they are iiirtber from the treatment plant and when they
contribute to the peak period of Water Usage. Greene's example of the cost allocation
based on mud differences appears in Table I. The cost allocation reflects the factMat ,
users impose different capacity costs on water systems based on their location, well as their
contribution to the system's peak loads.

I
|

According to Greene:

LB Janice A. Beecher, Patrick C. Mann, and John D. Stanford,Meeting Water UtilityRevenue
Requirements: Financing and Rulemaking Alternatives (Columbus, OH:TheNational Regulatory Research
Institute, 1993). .
19 RobertLee Greene, Welfare Economics and Peak Load Pricing(Gainesville, FL: University of Florida
Press, 1970).
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Zone
Distance from the
Treatment Plant

Peak Period

of Usage

Efficient Allocation of the Zone's Capacity

Costs

Zone A 1 mile Period I All users in Zones A, B, and C

Zone B 1-2 miles Period H A11 Period IIusers 'm Zones B and C

Zomme C 2-3 miles Period I Period I users in Zone C

USEPA - NARUC Consolidated Water Rates

Table 1
Cost Allocation Under Zonal Pricing

Somme Adapted 80m Robert Lee Greene, Welfare Economic: and Peak Load Pricing (Gainesville, FL:
University of FIon'da Press, 1970), 60.

I

The importance of zonepricing rests not only in the proper allocation of
resources in water use. There is considerable significance with respect to land
use and other objectives. In a discussion of improper pricing policies tied to
marginal rents and the constraints imposed by these rents. . .  A zone pricing
solution can be used for rate differentials in both seasonal and daily peak load
problems.. . Zone pricing can also be used to adjust rates in accordancewith
cost differentials arising i'om such factors as 8eographicd characteristics and
population density. . 30

I

I
IL

The key issue 'm implementing zonal rates is one of cost justification. Insubstantial  cost
differ lenges exist wi l inin a service ume then zonal  rates may be an appropr iate form orate
unbundling that ostensibly attains more efticiem water  rates. I

I
I

I

.
I

I
I

!
I
i

The efI;liciencylgain assumes that the zonal rate is cost-based and that the transaction costs
associated with unbundling are justified bathe ed'Eciency gains. Zora! rates that are .
arbitrary (for example, rates that beat no relationship to cost variations or mes that are

based solely on geopolitical boundaries) will introduce ineiiiciencies. The expenseof
developing zonal cost data prolbaibly has limited the application of zonal pricing. A
prerequisite. to efficient zonal pricing is the capability to accurately calculate the cost

..differences associated with providing service to different zones within a utility's service .
territory.

I

I

i
I
I
|

l

Economic and engineer ing arguments against zonal  pr icing can be made." Capital -
intensive uti l i ty systems should be designed for  optimal performance of al l  uti l i ty timctions
(supply,  treatment,  dist1ibution, 'and.so on) within a service ter r i tory.  Spatial  differentiation
within the service ter r i tory might subver t this general  optimum. In other  Words,  the uti l i ty

20 Ibo., 6I_6z.
21 Beecher, et al. (1993).
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does not deploy resources 'm the most economically beneficial manner. Another potential
disadvantage of zonal pricing is thatit can accentuate the problem of localized cost and
rate shock associated with infrastructure replacements. By broadening the customer base,
a uniform or average rate wilI cushion the shock and temper its adverse effects (such as
revenue instability).

Zonal rates also raise concerns about equity and perceptions of equity. Obviously, zonal
rates usually will be met with considerable resistance from the groups of consumers asked
to pay higher water rates. In some contexts, zonal pricing might constitute anundesirable
form of price discrimination.

Zonal pricing is used by the water industry to some degree, although not necessarily by that
name. Wholesale water rates might qualify as an example because they typically reflect
spatial diiibreuces in costs. Utilities that set different retail prices for districts served
include the California-American Water Company and the Los Angeles Suburban Water
Comntparry." A more common form of zonal pricing used by publicly owned utilities is the
rate differentiation for service inside and outside municipal boundaries. Fairfield, California
provides an example of spatially differentiated pricing, both within the city and between
residents and nonresidents (see Table 2). As a gcneralizntiofn, municipal utilities are more
.likely to use inside-city/outside-city pricing and investor-owned utilities are more likely to'
seek approval for rate uniformity across service territories.

I

I

E
r

Table 2 .
Example of Municipal Zonal Rates for Residential Water Customers

I

I

Residential Water Charges
Service charge

Water-use charge
Zone3 (200 feetand over)
Zone 5 (400 feet andover)

Rate
$0.50 per day

$1.35 per 100 cubic feet

$1.67 per 100 cubic feet
$2.00 per 100 cubic feet

l

l

I

i
a

i

:

Pneumatic Pump Zones
Zones 1 and 2

Zones 3 and 4

Z<me 5

$1.57 per 100 cubic fed
$1.89 per 100 cubic fed
$2.22 pet 100 cubic feet

i
I
1
1

Outside City Charge
Service charge. $0.75 per day

Water-use charge $2.02 pen' 100 cubic feet
Source: City of Fairfield California Utility Rates, as at' January 1, 1999. 100 cubic feet =748gallons.
(http1//www-e-v.com/fairlicld/govcmment/public_works/rates.htm}.

21 Raftelis Environmental Consulting Group, 1996 Water and Wastewater Rate Survey (Charlotte, NC :
Rafkelis Environmental Consulting Group, 1996).
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For a variety of reasons, zonal pricing does not appear to be the prevailingmodel for retail
water pricing. Importantly,costs can vary within physically interconnected service
territories by magnitudes as great as they might vary between no interconnected systems.
By and large, many cost differentials associated with spatial considerations are essentially
disregarded in the ratemaking process for public utility systems.

Spatial Pricing and the Telephone Industry

The rejection of zonal pricing in the debate over statewide telephone rates seems to come
closest to providinga rationale for single-tariff pricing by multi-system water utilities.
According to Charles Phillips:

While each exchange is a distinct unit for rate-quoting purposes, die former Bell
System companies have generally established rates on a statewide basis.
Essentially, the statewide basis provides that the total costs of furnishing telephone
service and die resulting revenue requirements are considered for the state as a unit.
This practice recognizes that telephone service, both exchange and intrastate toll,
furnished by a given company through a state, is, in reality, an integrated whole, al]
portions of which are interdependent. The objective is to apply throughout the
state a well-balanced and coordinated pattem of rate treatment, providing rates that
are uniform under substantially like conditions and producing, 'm the aggregate,
reasonable earnings on the company's total telephone operations widiin the state. i

I
I

I
I

r
|

I

I
I

I

I
I
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I
I

The statewide basis has five important advantages over consideration of individual
exchanges. First, the statewide basis permits more people to have better service at
a reasonable price. Some small areas, if forced to pay their own way, might have
no service at all. Needed plant replacements or additions might be postponed if
local customers had Flo cover their full costs, resulting in deterioration of local
service within the exchange and of toll service to and from it. Second, on the
statewide basis, customers pay like charges for like amounts of service. If each
exchange had to stand on its own feet, Customers' charges would vary with physical
characteristics of the exchange areas, age of plant, type of equipment and other
factors affecting costs, but not necessarily affecting the service rendered. The
statewide basis averages out such factors.

4
4

l

9l
I

Third, customers seem better satisfied with statewide rates, since the application of
uniform schedules avoids any questions of discrimination or unfair advantage to
pressure groups in individual exchanges. Fourdi, the statewide basis tends to
stability rate levels by providing a broad rate basis. Risks are shared so that a
community suffering from flood, storm or other natural disaster or from some local
economic difficulty (e.g., the removal of a major industry) need not pay higher
telephone rates such as would be required if telephone operations in that exchange
had to meet these conditions single-handedly. Finally, the statewide basis is more
workable and makes the regulatory process less cumbersome and expensive to both

I
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the public and the company involved. It avoids multiplicity of rate cases for each
individual exchange. It simplifies handling of questions and complaints by the
regulatory commissions and administration by the companies

At due same time, it should be pointed out that the statewide basis results in some
subscribers subsidizing other subscribers. Because exchange telephone service is
more valuable to customers 'in the larger service areas, they are willing to pay more
for their service. Since their average cash incomes are greater, they are able to pay
more. Lower rates in the small towns and rural areas, where average money
incomes are relatively low, encourage telephone use and development in these
places. Once again, this is an example of how rate discrimination has been used to
achieve a socially desirable objective, in this case the widespread development of
telephone usage through the country

Phillips also discusses how "nationwide averaging has been used in establishing interstate
toll rates,under which toll rates are the same for equal distances throughout the continental
United States, despite differences in the costs involved A nationwide rate. he
acknowledges, has "all of the advantages of statewide rates, but it results in internal
subsidization" and raises a variety of competitive issues as well

Counterpoint

In a direct and provocative treatment of the "uniform pacing" issue, economist Ronald
Cease acknowledged that the key arguments favoringuniformity are founded on the view
that certain services (namely,utility services) are consideredessential and that the
undelrtaldng as a whole can be "self-supporting However. Cease notes the intellectual
disagreement amongearly postmasters (also economists) over whetherpostage stamp rates
actually served the interests of rural communities

Absent a governmental subsidy, according to Cease, a uniform price actually might causes
provider to avoidor delay extending semlce to high-cost areas, even if the custom ere in
high-cost areas are willing to cover the additional costs through rates (or surcharges)
Adding high-cost customers to the mix increases the average cost of production and
decreases the economic well-being of the utility. The magnitude of this effect depends on
the relative mix of high-cost and low-cost service. Coast makes, and then relaxes, a
number of assumptions that may or may not be valid but he does not consider the role of
economic regulation. In practice, a forward-looking ratesetting process that accounts for
teetotal cost of service throughout the consolidated service territory neutralizes the
disincentive Coast identities. Indeed, the primely and practical purpose of rate
consolidation had been to extend service while maintaining the utility's financial health.

Phillips (1993), 517-518
Phillips (I 993), 522
Cease, "The Economics of Uniform Pricing Systems
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Spatial Pricing and Ratemaking Theory

Theoretical Issues

I

The defining engineering, economic, structural, and institutional characteristics of the water
industry generally are not contemplated in the literature establishing the basic principles of
utility ratemaddng. The central issue of whether physical interconnection should be
required for single-tariifpricing by multi-system water utilities is not well addressed.
Because other utility infrastructures--electricity, electricity, nahlral gas,
telecommunications--have a high degree of 'interconnection through transmissiongrids, the
acceptability of cost averaging for non-interconnected systems isa theoretical problem
unique to thewater and wastewater industries. Although energy and telecommunications
providers experience spatial differences 'm cost, thesedifferences are generallynot reflected
in prices.

In the prevailing theories used in ratemaking and regulation, the concepts of "due" (or just
and reasonable) and 'Wmdue" (or unjust and unreasonable) price discrimination are
contemplated with regard to customers classes but not with regard to spatially defined
systems. Separate prices for separate systems owned by a common entity reflect
assumptions about the implications of the cost allocation for eMciency, It can be argued
that water costs are allocated (and prices are charged) on a spatial basis primarily because
they can be, rather than that they should be for unequivocal Meomdcalor empirical
reasons; In other words, the costs of providing utility service can be approximated for
indi\n'dual operations (with corporate common costs allocated among them), but the
benefits and desirability of doing. so are contingent on other considerations.

I

A logical (if not well dOcumented) argument can be made that spatial pricing comports
with cost-of-service principles and enhances allocative efficiency: customers of systems
with higher costs pay higher rates and customers of systems with lower costs pay lower
rates. The degree of subsidy or inefficiency introduced with single-taziffpricing, and
whether carnot it is acceptable, depends in pm on the di&ler'entia1 in costs among sysrlenns.
A small with a minirzial rate impact willbe less controversial thrU 'a large '
difliererrtial tvitlra substantial rate impact. Little guidance is available on to what exterrrt of
cost averaging tlnrough single-tariffpricing would constitute an inappropriate level of
subsidy, undue price discrimination, or More generally an abuse of monopoly power.

5

However, with or without single-tari;Et` pricing, utility rates can be more or less efficient
depending on other features of the rate (such as the mix of fixed and variable charges, the
number orate blocks, rate-block differentials, and seasonal di8lerent:ials). These feattsres

can promote efficient water use and can do so whenused in conjunction with single~tzri1T
pricing. Moreover, and perhaps more importantly, the cost of service is not the only
guiding principle we&ciemcy is not the only goal of public utility ratemaking and
policymaking, as discussed later in this report.

!
I
I

i
I
I 1
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In reality, virtually all methods futility rate design require a considerable degree of cost
averaging. The obvious example is in theestablishment of rates by customer classes (for
example, residential, commercial, industrial, and wholesale). But many utility costs are
associated with common operational and management functions. Common costs are
allocated to customer groups according to one of several available methodologies. For
multi-system utilities that do not use single-tariffpriciug, common costs must be allocated
spatially as well. Allocating common costs requires the analyst to make assumptions about
underlying cost drivers and establish yet another layer of averaging. The entire process of
cost allocation and rate design is as much art as it is science, and has at .least as much to do
with equity as it does efficiency.

In many jurisdictions, the status quo presents a challenge for utilities. Based on the
prevailing theoretical assumptions, the burden of proof has rested on water utilities
to justify the use of single-tariE pricing. In other words, the prevailing assumption is
that deviations ham spatial allocation of costs (such as the movement toward
consolidated rates) must be justified. An alternative approach would beta begin
with a single tariff and specify the circumstances under which spatial allocatjonof
costs is justified because of concerns about efficiency, equity, subsidies, undue
discrimination, or other ratemaldng or policy concerns. This might shift attention to
the use of extra-tariff instruments, such as surcharges, to make pnlce adjustments
needed to encourage efficiency and accomplish other purposes.

Evaluation Issues

The appropriateness of reflecting spatial ditfaeuces in cost in prices can be
evaluated according to traditional and modemratcrnaldng crihesria. The general .
criteria for many public policy ~, and for utility ralernalcing,oltezu emphasize
competing gods. Althoughit always s~»-- s desirable to achieve publicpol icy goals
ef5cienMy, efficiency itself is not the only goalofpolic» §fnna]dng:

J

Of course, efficiency is not the only societal value. Human dignity, economic
opportunity, and political participation are values that deserve consideration
along with efficiency. Or occasion, public decision makers or ourselves, as
members of society, may wish togive up some economic efficiency to
protect human life, make the final distribution of goods more equitable, or
promote fairness in the distribution process. As analysts we have a
responsibility to confront these multiple values and the potential conflicts
among them."

The emphasis on, concept0£ and assumptions about efficiency shape views about
what is just, fair, or equitable. Political philosophers offer alternative perspectives.
The Rawlsian theory of justice, which holds that public policies should be used to

as David L Weimar and Aidan R. Vining, Policy Analy.9i.v.. Coneeprs and Practice (Englewood Cliffs, NJ:
Prentice-Hall, 1989), 31.
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provide the greatest benefit to society's least. advantaged, is perhaps thebes
example of a countervailing philosophy."

Ratemaldng Criteria

Ratemaking and rate design are guided by certain timdamental principles that are well
established and well accepted in the regulatory communl'ty. These principles provide
guidance, but are not decisive because each involves a degree of subjectivity and some
principle might directly clash with others.

Most ratemaking analysts rely substantially on James Bonbrigllt's eight criteria for a sound
or desirable rate smichue:

1.

4.
5.

/6.

The related, "practical" attributes of simplicity, understandability, public
acceptability, and feasibility of application.
Freedom from controversies as to proper interpretation.
Effectiveness in yielding total revenue requirements under the fair-retum
standard.
Revenue stability from year to year.
Stability of therates themselves, With a minimum of unexpectedchanges
seriously adverse to easting customers.

Fairness of the specific rates in the appointment of total costs of service
among the different consumers.
Avoidance of "undue discrimination" iN rate relationships.
Efficiency of the rate classes and rate blocks in discouraging wasteful use of
service while promoting dl justified types and amounts of use:
(a) in the control of the total amounts of service supplied by the company;
(b) in the control of the relative uses of alterative types of service (on-pe8k
Versus off-peak electricity, Pullman travel versus coach travel, single-party
telephone service versus service from a multi-party line, etc."

As indicated by check mark (1/), Bonbri8ht considered three criteria--revenue sufficiency,
fairness, and eEciency»--to be especially important? Despite the passage of time,
Bonbri8ht's criteria remain quintessential. Table 3 presents a qualitative analysis of the
consistency of sixhgle-tatiffp1ic'1ng with Bcmb1i8ht's traditional criteria (items 1 though 8).
Five additional policy criteria that are especially relevant to modem water pricing also awe
presented (items a through e).

Consolidated rates generally seem to meet the test of Bonbright's first five criteria. if
practicality depends 'm part on customer acceptance, then acceptance becomes a

1 191m Rawls, A I7zeory ofJustice (Cambridge, MA: Bellctap Pressof Harvard University Press, 1971).
aPhillips (I 993), 434-435. Based on JamesC. Bonbrfght,Principles ofPubI1lc Utility Rates (New York:

Columbia University Press, 1961).
' Phillips (1993), 434-435.
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determinant Other aspects of practicality, namely simplicity, understandability, and
feasibility of application (or implementati on) seem very compatible with single-tariff'
pricing. The last three criteria are labeled as indeterminate because their compatibility with
rate consolidation depends on other policies or practices, or on the subjective judgment of
the evaluator. While single-tariff pricing is not necessarily consistent with these criteria,
neither is it clearly inconsistent. On the issue of fairness, single-tadff pricing might be
considered unfair on the basis of subsidization,.but fair' on the basis of sharing burdens at a
reasonable most. On the issue of efficiency, other fear res of a tariff also affect the
accuracy of price signals.

The five additional criteria included represent a select group of other potentially relevant
policy goals in relation to single-tauriit pricing for the water industry. Resource planning is
considered indeterminate because planning incentives and outcoines probably are more
heavily influenced by the structural character of the water industry than by ratedesign.
However, single-1nrifE pricing seems rather consistent with four other criteria--standards
compliance, customer affordability, industry restructuring, and institndomal legitimacy. The
last criterion, institutional legitimacy, is somewhat of a composite indicator. The assertion
of condstemw reflects the. generally positive support for single-.tariffpricing by the state
public utility commissions and the courts.

Consistency of Single-Tariff Pricing
With Ratemaking Criteria

Consistency of Single-Tariff Pricing
with Criterion

Bonbright Criteria

2. Interpretability
3. Revenue recovery
4. Revenue stability
5. Rate stability
6. Fair cost allocation/equity
7. Discrimination avoidance
8. Efficient resource use

Additional Criteria

a. Resource planning Indeterminate
bf Standards compliance Generally consistent
c. Customer affordability Generally consistent
d. Industry restructuring Generally consistent

Institutional legitimacy Generally consistent
Source: Author's construct. Criteria l through 8 are from James C. Bonbright, Princqvles ofPublic Ufiliry
Rates(New York:Columbia University Press,1961).

Generally consistent (if accepted)
Generally consistent
Generally consistent
Generally consistent
Gwerally consistent
Indeterminate
Indeterminate
Indeterminate
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Directly or indirectly, these criteria figureprominently 'm the consideration of rate
consolidation. Other analysts surely could raise other relevant considerations. No attempt
is made here to weight the criteria according to perceived importance, this is a task left to
policymakers. 111 reality, the efficiency criterion is assigned considerable weight in
ratemaking, as well as in policymaking in general. Ki other words, divergence from
efficient solutions (or solutions that are perceived to be efficient) must be well justified

The Efficiency Criterion

Economic dietary argues for utility pricing that promotes overall 3/§'iciency for society. An
efficient price signal leads consumers to consume, and Producers to produce, an
appropriate amount of a good or service. Prices that are too low can lead to
overcoNsumption (and underproduction), prices that are too high can lead to
underconsumption (and overproduction). The mismatch of supply and demand, and the
'welfare loss" associated with it, has rippling effects throughout the economy because 'm

using excessive resources to produce a good, or spending too much for that good, society
foregoes opportunities to use those resources or make those expenditures elsewhere

Economic theory also argues for utility pricing that is equitable in terms of allocating costs
to those responsible for those costs." In this conception, equity essentially serves
efficiency goals. Three kinds of equity can be considered. Horizontal equity suggests that
those who impose similar costs should pay the same rate. A related ratemaldng principle is
that rates should be "nondiscriminatory." Vertical equity suggests that those who impose
different costs should pay different rates that reflect those cost differences. Ratemaking
allows for "due discrimination" when costs among customer groups vary substantially
Finally, intergenerational equity considers equity along a temporal dimension, suggesting
that one generation of customers should not be forced to cover costs imposed by-anodier
generation of customers

Economists long have argued for prices that reflect costs and against subsidies that distort
Price signals. MOdena pricing theory more specifically calls for pricing based on marginal
costs; that is, proc +. should reflect the incremental cost of pucoducing an additional .
increment of a good. Prices based on long-terminarginal costs will help achieve long-term
eiliciency 'm deploying resources. Efficiency is a iimdamental goal but it is not the only
goal futility pricing. Pricing also must help achieve a delicate balance between the
interests of the utility and the interests of ratepayers, and in doing so satisfy the public
inherest standard

Of course, other theoretical perspectives will argue for different lands of equity, such as social and
political equity
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Other Criteda

Another vitally important iatemalcing principle centers on the avoidance of"undue" puciee
discrimination. An important issue for regulators is whether the level of price discrimination
under either single-tariff pricing or stand-alone pricing is "due or undue," that is, whether
or not it is justified According to Charles Phillips:

Price discrimination occurs when a seller establishes for the same product or service
different rates that are not justified entirely by differences in cost, or the same rate
where differences in cost would justify differences in price... [I]t would be
theoretically possible for a Finn to charge each customer a different rate.. _s |

The often-citedlegal standard of "undue discrimination" does not pointregulators or the
courts toparticular solutions, as articulated by Richard I. Pierce:

Most regulatory statutes forbid "undue discrimination" in the relationship among
the rates charged different customers or classes bf customers. This statutory
standard is almost completely devoid of meaning, however. By using the adjective
"undue," the standard obviously authorizes some forms of price discrimination, but
it says nothing that wouldhelp an agency or a court distinguish between permissible
and impermissible rate differentials.

1

I
I
I

Much of the case law purporting to distinguish between due and undue
discrimination is affirmatively misleading. . .

[The Supreme] Cou1*c's holding in Hope applies wide equal force to rate design
decisions. An agency's decisionhas a "presumption of validity," and anyone
seeking to overturn it has "theheavy burden of showing that it is invalid." The
agency is "not bound to the use of any single formulae in determining rates."'*

!
I
E
r

A closely related and equally complex regulatory standard is whether resulting rates are
just andreasonable." Phillips explains:

[D]iscrimination is accepted 'm the rate structures of public utilities, but... such
discrimination must he "just and reasonable." Discrimination is both unintentional
and purposeful. 'It is unintentional in.that some discrimination results Emma the
eHlorts of utilities and commissions to simplify the rate structures by gllorupfing
customers into a limited number of cléassiiications. It is pfuxposeiixl 'm that
discrimination may be the only way in which service can be provided to some
Customers. Low-density routes may be subsidized by high-density routes (even

Phillips (1993), 69-70.
Richard J.Pierce, Bionomic Regulaz'ion.' Cases and Materials (Cincinnati:Anderson Publishing Co.,

l994), 122.

23



Ill I I

USEPA r- NARUC Consolidated Water Rates

under competition), small towns by large cities. Rather than preventing
discrimination, regulation merely seeks to control what discrimination takes place."

In sum, regulatory agencies have considerable discretionary authority, and have exercised
that authority, to determine whether rates and rate structures are within acceptable
boundaries. Many state public utility commissions have found that rate consolidation by
multi-system water utilities is within these boundades.

Pricing in Practice

Despite die hallowed status of economic efficiency 'm ratemaking, pdcins in practice often
violates pricing in theory. Many sources of distortion (governmental grants and subsidies,
differences in ownership, ill-deiined markets for alternative water uses, and a variety of
past public policies) distort price signals for water. The considerable "noise" in the real
world of assigning monetary values to water undermines the efficiency of the price signal
sent by utilities. Practical applications Of marginal-cost pricing, when used at all, deviate
substantially from the theoretical construct. One key reason is that strict adherence to the
marginal-cost model could allow utility monopolies to receive excess revenues and earn
excess proton (in the case of investor-owned utilities).

Averaging costs to one degree or another is an accepted practice in utility ratemaldng. For
example, rate regulators generally do not accept "vintage" rates that distinguish "old"
customers &om "new" customers even though old and new customers impose different
costs on the utility system." Ratemaking also tends to ignore the reality that older and
newer parts of a water system will require capital investments at different times and at
different costs, these improvement costs instead are averaged across the entire system and
all of the utility's customers

i
i

I

In rate design, economic theory often gives way-at least somewhat-to practical and
public policy concerns. An example that has some relevance for the singletariif pricing
debate iS the provision of budget-payment plans for customers that equalize payments over
a year,making the utility billduring thepeak period of use (such as the winter heatingbi l l
or the summer cooling bill) more affordable. A disadvantage of the budget plan in terms of
economic efficiency is dirt it undermines the price signal to customers, which may lead
them to overconsume (and pay a higher annual bill than they the se would pay). But
the advantages of convenience and affordability for customers, as well as avoidance of
costly and potentially dangerous disconnections, generally outweigh these theoretical
considerations

Phillips (I993), 70, footnotes omitted.
John Guastella, "Single Tariff Pricing and ConserVation Rates," a discussion paper prepared for the

Rates and Revenue Committee of the National Association of Water Companies (I 994).
Guastella (1994)
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The budget-payment plan is an imperfect analogy to s`mg1e-tariff pricing,however, in that it
is customer-specific and does not involve subsidization from one customer to another.
Subsidization will occur, however, wide lifeline rates that provide a minimal block of usage
at a price below the cost of service and lenient disconnection practices. Such policies
introduce equity and fairness considerations beyond those-narrowly defined by economic
theory.

4
a
4
I
I
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1 Structural Issues in the Water Industry

The U.S. water industry is complex and diverse. The U.S. Environmental Protection
Agency and the state primacy agencies, count noncommunity and community water
systems. According to the EPA's Corizmunity Water System Survey (1997), about 50,289
community water systems operate in theUnited States. A community water system is a
system sewing a population of 25 or more people with at least 15 service connections.

The data confirm both the large number of water systems in the United States, as well as
the largeproportion of smaller systems within that total. Relatively small systems, defined
as systems servingcommunities with a population under 3,300 persons, comprise about 85
percent of total systems and provide water to approximately 12 percent of the connections
served by community systems. Conversely, about 15 percent of community water systems
are larger in size andprovide water to approximately 88percent of connections.

Systems v. Utilities

Communitywater systems, which the EPA inventories, can be distinguished from water
uti1i!ies. Water utilities are governmental, nonprofit, or private corporate entities engaged
in providing water service to one or more service territories. Water utilities canoperate
more than one water system. Multi-system utilities are particularly apparent in the private
segment of the water industry. Many of the larger investor-owned utilities acmally
operated several distinct water systems. In some cases, none of the systems operated by
the utility ah physically interconnected, in other cases, two or more of the systems may be
connected to common water source, transmission, or treatment facilities.

The statepublic utility commissions typically count the number of regulated water utilit ies
but not necessarily water systems. In 1995, the number of commission-regulatedwater
utilities was about 8,537 and the number of commissiomregulated water .systems was
about 1l,064." Thus, the commissions regulate approximately 20 percent of all water
systems,although the number and percentage of conunission-regulated systems probably is
somewhat underestimated because et the difficulty 'm countingregulated systems.

In some states, the number of regulated utilities is equivalent to the number of regulated
systems. However, the distincticmbertween utilities and systems is 'mnportant in that many
jurisdictional water utilities encompass nnlultiple community water systems. The presence
of numerous multi-system utilities is, and will continue to `be, an impoNanft feature of the
U.S. water industry.

1

as Janice A. Beecher, 1995 Inventory of Commission-Regulated Water and Wastewater Utilities.
(Indianapolis, IN: Center for Urban Policy and the Environment, 1995).
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Multi-System Water Utilities

A multisystem water utility is a utility comprised of several distinct water systems
Physics] interconnection among systems can help utilities achieve economies of scale in
production and enhance service reliability. Common management of physically separate
systems, however, also can help systems realize operational, management, and financing
(cost-of-capital) savings

Even without physical interconnection, the utility still can achieve economies of scale and
scope through certain operational and administrative functions. Operating multiple
nonintercormected systems within close physical proximity, for example, might allow the
utility to save labor costs by using a circuit rider approach to system operations. A
specialized maintenance team might also be used to address ongoing programs for
maintenance, replacements, and improvements. Shared operations and management also
can enhance the ability of Water Systems to respond to water emergencies. Consolidated
meter reading, billing, and customer relations fiancdons also can produce saMes

At the management level, planning, financing, regulatory relations, and other areasof
decisionmaking can be consolidated on a utility-wide basis. Managers with greater

can be retained at the utility level than at the smaller system level, While
managers with greater expertise will command higher salary and benefit packages, the
investment in their expertise can yield savings that individual systems could not otherwise
achieve. Ample anecdotal evidence supports the assertion that smaller systems benefit
from access to expert technical lmowledge. Using this expertise, multi-system utilities can
exploit efficiencies and improve effectiveness by deploying a unified Workforce, rather than
having each individual utility maintain separate capability for various utility functions.

|

The potential advantages of utility-widemanagement may extend beyond the immediate
efficiency payoffs. Planning for multiple systems,as compared to individual systems,
allows for a more comprehensive approach. Better planning, in tum, should enhance die
uti l i ty's capacity to respond to regional economic and environrhenel issues. Effective
watershed maNagement andsource-water protectionprograms, for example, require a
regionalperspective that is not easily achieved by isolated systems

I

Another appreciable benefit o f common management is lowering the cost of capital. A
consolidatedutil i ty with a broader customer and revenue base is expected to pay lower
financing costs than individualized systems. This is a particularly important benefit for very
small water systems

Multi-systecm utility operations Can be linked to. the broader and more long-term policy
concerns related to structural change in the water industry through regionalization. Multi-
system utilities generally serve regionalareas. Many have the potential to combine
operations, with or without physical interconnection, withother nearby water systems
(many of which are small in size). Water utility mergers and acquisiNons mNect a very
gradual trend toward regionalization and, in some cases,privatization of water services.
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Existing utilities also can be used to provide service as an alterative to the creation of new
water utilities Indeed, many states will not certify a new water system if service Nom an
existing provider is feasible. In addition to expandingregional water operations, some
water utilitieshave diversified by entering the wastewater industry. Likewise, some private
energy utilities providing electricity and natural gas have ventured into the water business
The formation and expansion of multi-system utilities and multi-sector utilities are part of
potentially fundamental structural changes occurring in the water industry

Pricing and Structural Change

Pricing is intrinsically related to structural change in the water industry. For example, a
it:ility's level of interest in a merger or acquisition opportunity may depend on anticipated
price effects..A negotiated sale of a utility might include limitations on near~term pricing
practices or even price caps or freezes for a fixed period of time. Larger utilities often are
reluctant to consider acquiring smaller, nonviable systems unless reliable means of cost
recovery can be identified and secured. An acquisition candidate often presents substantial
infiraslructure needs but its service community lacks the ability to pay for improvements
through higher rates. As mentioned already, the acquisition will yield some economies but
not usually economies of a magnitude great enough to offset the diseconomies associated
with the smaller system's operations. Some argue that more acquisitions would occur if
acquiring companies were provided incentives, including the ability to spread costs
throughout the utility's multiple service territories

Although the dilemmas of small water systems have been extensively studied, the issue of
pricing probably has received considerably less attention than viability assessment, capacity
building, and related approaches. Pacing policies ultimately will play a role in shaping the
filature structure of the water industry, including but not limited to the fixture of small water
systems

Incentives for Restructuring

Single-tariifpricing has the potential to encourage economic industry consolidation and
regionalization, as well as privatization." Averaging costs mitigates rate shock for
customers and enimnees revenue stability for utilities; it also is relatively simple to
administer. Some investor-owned utilities have sought rate equalization in direct
connection with szuaall system acquisitions? According to one industry representative

Janice A. Beecher,G. Richard Dreese and John D. Stanford, Regulatory Implications of Water and
Wastewater Uriiiey Privatization (Columbus, OH' The National Regulatory Research Institute, 1995), 141

PatrickMann, G. Richard Dreesc, and Miriam A. Tucker, Commrlcsion Regulation ofSmalI Water
Utilities." Mergers and Acquisitions(Columbus,OH: TheNational Regulatory Research Institute,1986)
Raymond W. Lawton and Vivian Witldnd Davis, Commission Regulation ofSmall Water Utilities: Some
Issues and Solutions (Columbus,OH:The National Regulatory Research Institute, 1983)
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single-tariff pricing "could help solve the dilemma of other nonintegmted small water
systems-""

|

I

I
I

:

I|

The focus of this report is on single-tariffpriemg by regulated investor-owned utilities
because the issue has emerged primarily within these parameters. Rate consolidation can
be used as easily by publicly owned utilities as by investor-owned utilities." Many of the
larger metropolitan water systems could acquire numerous contiguous small systems and
employ singletariffpricing with a negligible customer-bill impact." In the context of
public utility regulation and mandated takeovers, it appears that the burden of acquirin8
troubled systems seems has fallen more to privately owned than to publicly owned water
utilities. This is because many small systems are privately owned and regulated, the larger
investor-owned systems do not confine their service territories to local political boundaries
and regulators can provide acquisition incentives to jurisdictional utilities. In the few states
where a takeover can be mandated, it may be easier to impose this responsibility on a
private system.

Unfortunately, little systematic evidence on the use of single-tariffpricing in the public
sector is available. Also, most municipal utilities and many public authorities appear to
operate single water systems only. However, one example of the use of single tariff pacing
in the nonprofit context can be found in Clark County, Washington. Clark Public Utilities
is a customer-owned district dirt provides water service (and other services) to 24,000
customers throughout Clark County and also operates several small "satellite" systems for
small groups of homes throughout the county." All customers pay the same monthly
customer charge and uniform volume rate.

I

i

I
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Some municipalities do impose zonal rates that reflect differences in elevation and pumping
costs. Generally, however municipal water utilities impose a single pricing structure for all
citizen-ratepayers served within municipal boundaries, ratepayers outside of municipal
boundaries often pay a higher rate." Higher "outside" rates are justified on the grounds
that "inside" customers bear more risks and burdens associated with financing capital
improvements through municipal funding instruments. However, the rate differential often
appears to be somewhat arbitrary. In a few states, charging a different rate to outside
customers can trigger economic regulation by the state (Pennsylvania. is an example).

Some insightscan be gained ft°om two states wherestate economic regulationappliesboth
the privately and publiclyowned water systems. In Wisconsin, state law mandates single-

I
l
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ask Edward M. Limbach, "Single Tariff Pricing,".Ioumal American Water Works Association 75 no. 9
(September 1984): 52.
40 Limbach (1984).
u Cities may lack adequate incentives or opportunities or acquisitions. In contrast, regulatory agencies can
offer investor-owned utilities with rate~of-retum and other incentives. Some commissions have the
authority to mandate takeovers of smaller, nonviable water systems.
42 Clark Public Utilities (http://clarkpud.com/Defaulthnn),
43 The interest of many investor-owned utilities in single-tariffpricing clearly stands in contrast to the
apparent interest of many municipally owned utilities in spatially differentiated pricing.
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tariff pricing for municipalities." In West Virginia, where economic regulation applies to
public service districts, as well as investor-owned utilities, single-tariffpricing has been an
issue because of the needs of the state's ru181 areas. Single-tariff pricing is approved on a
case-by-case basis and both single tariffs and multiple tariffs are used throughout the state.

i
I
i

Many of the state commissions have broadly supported the idea of consolidating water
utilities and specifically approved valuation, costing, and pricing practices that encourage
larger and healthier utilities to acquire smaller and less healdiy utilities. The Pennsylvania
Public Utility Commission, in its policy statement regarding acquisitions, explicitly
mentions singletaritfpricing. These regulatory policies are being adopted within the larger
context of structural change 'm the water industry. These structural changes may include
reconsideration oftraditional methods of regulation and ratemaking, as is taking place in
many jurisdictions for the other utility industries."

I

I

I
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i
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4-4 Wisconsin S. 66.069 (1) (a) (1971). ,
45 In the increasingly competitive electric and natural gas industries,flor example, the interest in regulatory
alternatives is high. 'Mose alternatives includeprice caps and flexible rates, which essentially deregulate
rate design by giving utilities greater discretion in setting rates within broad parameters.

I
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Cost Profile of the Water Industry
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Water utilities remain one of the more tiledand the monopolies in terms of basic
economic characteristics. In general, water service can be provided eiiiciently by a
vertically integrated supplier, two or more suppliers (or redundant distribution systems) in
the same service area would greatly increase costs and rates. The technology of water
supply clearly demonstrates economies of scale, meaning that average unit costs decrease
with the quantity of water provided, The prevalence of many small utilities undermines the
industries' overall efficiency in terms of achieving economies of scale.

Even in comptuison to other feed utilities, water utilities require substantial investment in
fixed assets relative to the variable costs of production (including the cost of raw water,
energy, and treatment che1nicals)..'°  Using the Standard of capital investment per revenue
dollar, water supply is among the most capital-intensive of all utility sectors. Capital
investment in water supply mainly is a function of the need to establish production
capacity, maintain a complex s'torage,transmission, and distribution network, and meet
both fire-protection specifications and peak demands. In general, the water Supply industry
has high fixed costs and low capita]-turnover rates. However, the capital intensity of the
water supply industry also can be explained by the industry's relatively low variable
(operating) costs, which translate into relatively low operating revenues. l

Reflecting these cost characteristics, water rates typically take the form of a fixed charge
that doesnot vary withusage and a variable charge that varies with usage. Traditional
cost-of-service principles can lead to veryhigh fixed charges and very low variablecharges
fat water utilities. Efficiency-orientedrates,however, tend to accentuate the variable
component of the water bill in order to affect consumption behavior.

1

Trends in Water Costs

Water supply clearly is a nosing-cost industry. Water supply utilities, and their regulators at
the federal, state, and local levels, are increasingly aware of the water supply industly's
changing revenue requirements. Three key forces affecting the industry's costs are (1) the
need to comply with regulatory provisions of the Safe Drinking Water Act (SDWA), (2)
the need to replace and upgrade an aging water delivery infrastructure, and (3) the need in
meet population growth and promote economic development. In addition, water utilities
face a Varietyof secondary cost forces, These include the often high cost of borrowing to
finance capital projects (especially for small systems) and the shill to no subsidized,
self-sustaining operations (especially for publicly owned systems).

.
I
II

46 For a comparison of the water industry to the electric, natural gas, and telecommunications industries,
see Janice A. Boucher,The Water Industry COmpared: Structural, Regulatory, and Strategic Jssuesfar
Utilities in a Changing Context (Washington, DC: National Association of Water Companies, 1998).
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The concunent andmutually reinforcing impact of these forces on many water utilities
presents a substantial pressure onboth capital and operating costs, a pressure not
previously experienced by the water supply industry. In response, water utilities are
reexamining their cost allocation and rate design practices. The interest in alternative
ratemaking methods for the water sector is on the rise.

Rising costs,along with structuraland regulatory changes in this industry is placing new
demands onutility regulators. However, risingcosts should not be taken for granted but
closely scrutinized. Moreover, the water supply industrymust beheld accountable for
makingprudent decisions in response to its changing costprofile, The industry mustbe
able to fully justify the use of alternative approaches to meeting revenue requirements
(including automatic cost-adjusunent mmhmisMs, pass-throughs, and special surcharges,
as well as cost-allocationand rate-design methods).

Water utility regulators generally are open to the consideration of policy alternatives but
also Vigilantabout whether thesealternatives are within the scope of regulatoryauthority
and consistent withacceptedregulatoryprinciples. Regulators will want tobe especially
cautious about affecting the incentives that determinewhether utility costs are effectively
managed. Thus, the industry perspective on risingcosts andhow to address themshould
be tempered by a reasoned regulatoryperspective.

Economies of Scale
I

I
I

I

I

Although an arbitrary threshold, water systems servingunder 3,300 (or approximately
1,000 service connections) generally lack economies of scale in production and other
aspects of service." As a result, many small water systems are prone to capacity problems
and difficult to sustain over time.

I

I

I

Economies Of scale in water supply,particularly in the areas of Source development and
treatment, make it diEcult for smaller water utilities to perform as well as larger water
utilities. Declining unit costs of production indicate scale economies, as the volume of
water "produced" (that is, withdrawn and treated) increases, the cost per gallon or cubic
foot decreases. At lower unit costs, production is less costly in the aggregate and more
efficient at the margin.

Very smallwater systemsundexperfonn primarilybecause they simply are not largeenough
to achieve economics~of scale. Scale economies in the water sector explain why smaller
utilities tend to have less capacity in financial,managerial,and technical terms." Rising

41 U.S. Environmental Protection Agency,Ajbrdabiliry of the 1986 SD WA Amendments to Community
Water Systems(Washington,DC: U.S. Environmental ProtectionAgency,1993).
pa Janice A. Beecher, G. RicharClDreese, and James R. Landers. Vfabilily Policies and Assessment

Methods for Water Utilities (Columbus, OH: The National Regulatory ResearchInstitute, 1992).
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costs over the past decade have exacerbated the condition of smaller systems." Capacity-
development problems often are manifested in higher rates for water service.

i
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Scale economies (or lack thereof), thus become an important determinant of how much
people pay for water service. As a generalization, assuming comparable system
characteristics and cost-based pricing, larger systems should be able to provide service at a
lower price than smaller systems. In reality, of course, many factors other than system size
(such as the quality of source water and treatment methods required) influence ultimate
water costs and prices. But as a generalization, it is widely held that smaller water systems
must charge customers much higher rates for water service comparable to service provided
by larger water systems.

Importantly, the economies of scale in water production are associated with the volume of
waterproduced (not simply the number of service connections). Even smaller systems
that axe fortunate enough to have one or two largevolume customers will enjoy some
economies of scale. Two utilities can have a comparable level of investment per customer
and cost-of-service for the same number of residential customers, but if one also serves a
large industrial 81m and economies of scale are achieved, everyone in that community will
enjoy lower water bills. InOther words, when controlling for large-volume use, the level
of investment and the cost of service can be quite comparable from system to system. One
of the arguments in favor of single-tariff pricing is that it allows all customers to benefit
from the location of large customers anywhere in the composite service territory."

i
l
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Some evidence about the effect futility size on water prices is available. A 1996 survey,
summarized in Table 4, found that median prices decline as system size increases for
different classes of customers served (residential, commercial, and industrial). The
implication is that small-systems customers pay more for roughly the same level of service
as large-system customers. As a consequence, the affordability of water service is a greater
threat for small syslnecms. "Rate shock" is another problem for many smaller systems .
because increasing costs must be spread over a smaller customer base.

I
i

I
i

In some respects, rate consolidation is similar to "aggregation,"a tool emerging in the
context of electric industry restructuring. Aggregation is Used to group custoniefrs
according to similar characteristics, usage patterns, or service requirements. Aggregation
can provide access to services and a degree of purchasing power to disadvanged
customers. In effect, multi-system utilities are aggregators for the crmomers in the various
systems they manage. Both aggregation and rate consolidation can promote the broader
goal of universaI service.

49 JaniceA. Beecher, Patrick C.Mann, and John D. Stanford,Meeting Water Utility Revenue
Requfremetm(Columbus, OH: The National RegulatoryResearch Institute, 1993).
so Conversely, large-volumeusersin the larger service tem'torymightcomplain that single-tariff pricing
forces them to subsidize customersin outlying areas.
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Customer Class

Group A Systems
Producing >75
MGD (n==34)

Group B Systems
Producing IS to
75 MCD.(n=6I)

Group C
Systems

Producing < 15
M GD (n=47)

Median monthly charge for L000.
cubic feet (7,480 gallons) $13.19 $14.64 $15.61

D.

Median monthly charge for 50,000
cubic feet (374,000 ons) $486.82 $530.92 $578.96

Medianmonthly charge for
1,000,000 cubic feet (7,480,000

Ions)
$7,926.97 $8,747.06 $10,292.34

I
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Table 4
Monthly Water Bills by System Size and Customer Class

I

I
I

.Residential

Commercial

Industrial

Source: Rafielis Environmental Consulting Group, [996 Water and Wastewater Rafe Survey (Charlotte,
NC:RaPte1is Environmental Consulting Group, 1996), Exhibit 2.
MGD = million gallons daily. n = number of systems in the sample.

Capacity Development

Federal policymakers and state regulators, includingboth drinking water primacy agencies
and public utility commissions, have long been concerned about how to check the ,

.emergence of new nonviable water systems,how tn improve the performance capacity o f
existing systems, andhow to maintain safe and affordable water service." The 1986 Safe
Drinldng Water Act triggered substantial attentionno small-system issues and the problem
o f keeping rates affordable in l ight of the newly enacted standzirds.

Regulators continue to seek out ways to balance the equally legitimate fiscal concerns of
water utilities (that is, financial capacity) and utility cwtomers (that is, affordability). The
1996 SafeDrinking Water Act codified capacity-development policies for new and existing
water systems and elevated the capacity-affordability conundrum to a higher place on the
policy agenda.

l

Capacity in this context is defined in terms of a utility's financial, managerial, and technical
well being. Financial capacity carries particular importance because a f inancial ly hea1t.'1y
util i ty wil l have the resources needed for professional management and technically
appropriate operations. Many (but not al l ) smal l water systems struggle with signif icant
capacity problems. These problems are manifested by the small water utility's poor
performance in many areas, including regulatory compl iance.

EF
I

so Beecher, Dreese, and Landers (1992).
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Traditionally, both economic and public health regulators have been very focused on small-
system capacity issues Policymakers have paid considerable attention to smaller water
systems and the tradeoffs between ensuring a financially healthy system and maintaining ,
affordablerates for safe and reliable water service. One manifestationof capacity problems
is noncompliance with drinking water standards. For small systems, these violations often
include failure to meet monitoring and reporting requirements. Small systems also have
difficulty complying with public utility commission regulations. For very small systems,
meeting the procedural mandates of economic regulation (such as rate filing requirements)
can be difficult.

Small water systems have long troubled state economic regulators. Many (but certainly
not all) of the conunission-regulated water systems are small in size, which poses certain
public policy problems. Particularly problematic are the very small systems that were the
product of unchecked real estate development and lax local zoning policies. Many of these
systems are geographically isolated, which often precludes interconnection with another
system. Lacldng economies of scale, smaller water systems typically must charge a much
higher rate for service than larger systems. Higher rates make water service less affordable
for customers of smaller water systems.

As a utilitymonopoly, water supplydemonstrates substantialeconomies of scale. Larger
water systemsenjoy these economies,meaningthat they can spread certain costs over a
larger customerbase. Lowerproductioncosts arereflected in lower prices to customers.
Smaller systemsmust recoverrevenue requirements over a smaller customer base. In
general, smaller systems are more likely to encounter capacity andaffordability problems.

1

J

Consumer Affordability

Economic theory argues strongly for cost-based utility rates, that is, rates based on the the
cost of providing a service. A11 efficient (cost-based) rate should sustain the water system;
however, if the rate is unaffordable to the service population and customers cease to pay
for and/or receive the service, the water system itself may cease to exist. Ms soluUw may
achieve a degree of economic efficiency, while sacrificing Other fundanneuilal public health,
safety, and quality-of-life purposes.

i
r

For many water customers,the affordability of water service isa growing problem. The
problem of affordability affects customers interms of increased arrearages, late payments,
disconnectionnotices, and actual serviceterminations. Affordabilityaffectsutilities 'm
terms of expenses associated with credit, collection, and disconnectionactivities, revenue
.stability and worldng capital needs, and bad debt or uncollectible accounts that other
customers must cover.

Other ramifications of the affordability issue also arebecoming apparent If a customer
base cannot support the cost of water service,potential lenders may be concernedabout
the utility's financial health and ability to meet debt obligations. Moreover, disconnecting

35
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residential water customers can present a public relations nightmare for uti l i t ies
particularly because essential services axe involved. Increasingly,  problems of bad debt also
extend to nonresidential ut i l i ty customers. Financial distress and banlauptcies in the
commercial and industrial sectors can leave ut i l i t ies holding the bag. However, the larger
issue of affordabi l i ty is primari ly a concern with respect to low-income residential
consumers

For low-income customers, whohavelittle choice but to buy service &om the local utility
payingmore forbasic water service means goingwithoutless essentialand more
discretionaryproducts and services. Thus,rising water prices can contribute to
deterioration in the quality of life for low-incomeutility customers. While larger systems
can spread the cost of providing assistanceto low-income customers,a smallsystem with
an impoverished customer base has no oppOrmnities for even limited subsidization
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» Examples of S'mg1e-Tariff Pricing

All uNity pricing involves some form ofaveraging. Utility systems do not establish a rate
for Customer A based on the cost of serving Customer A, a rate for Customer B based on
serving Customer B, and so on. Doing so might be considered efficient and equitable, but
it also would be extraordinarily costly from an administrative standpoint (that is, the
transaction costs would be astronomical). Instead, utility systems tend to group customers
into customer classes-residential, commercial, and industrial-» based on similarities in the
cost of serving customers in diode categories. Occasionally, a unique customer (often a
large-volume customer, such Asa food-processing plant) might be able to negotiate a
special rate based on unique cost-of-service characteristics, but most customers pay a late
based on cost averaging.

Basic Single-Tariff Pricing

Single-tariff pricing basically is die conceptual "opposite" of zonal or spatially
differentiated pricing. Singletariff pricing suggests that ratemakers should De-emphasize
spatial differences 'm costs; costs are aggregated rather than disaggregated. One .of the
chief advantages of singletariffpricing firm the utility's standpoint, is simplification.
Single-tariff pricing does not negate the need to determine the revenue requirement and to
allocate the revenue requirement among customer classes. It may still be necessary for the
utility to maintain cost data for separate facilities and services in accordance with accepted
accounting practices and regulatory reporting standards. Once revenue requirements are
established,however, the allocation process is greatly simplifiedbecause it is unnecessary
to spatially allocate common costs (that is, costs that are not site-specitlc). Total costs
simply are spread over the consolidated customer base and only one rate is designed for
each class of customers or service.

A sample calculation of a single-tarii1` price is provided in Table 5. In this very simple
illustration, the cost of service and total water sales are varied for three separate service
territories (A, B, and C). A relatively modest amount of waterusage (5,000 gallonsper
month or 60,000 gallons per Year) is assumed. The number of residential connections and
the annual costof service are varied to reflect ditTo:ences incosts and economies of scale.
For simplicity, only residential customers are considered.

Service Territory A is in the most favorable position, in rems of economies of scale
(number of customersand sales volume), Service Territory C is in the least favorable
position, which accounts for the higher costs per connection and per sales. A stand-alone
tadffresults in a cost of semlceequivalent to $1.94, $2.08, and $2.78 per 1,000 gal lons of

water servicein the three respective service territories. The transition to single-tariff
pricing would result in a rate of $2.11per 1,000 gallons for all customers in all three
service territories .

F

6

.37
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Service Terrijo A +17 cents -1-8.8%

Service Tetrito B +3 cents -I-1.4%

o CService Terri -67 cents _24,1%

Ill

USEPA _ NARUC Consolidated Water Rates

The illustration reveals the resulting shift in cost responsibility from the customers 'm the
larger Semlce Territory A to the smaller Service Territory C. However, the decrease in

rates to customers in Service Territory C of 67 cents per 1,000 gallons (24.1%) is offset

1
I

1

I

I I

l

6,000
60,000

360,000,000
700,000
$116.67

$1.94

I
I
I
I

2,000
60,000

120,000,000
250,000
$125.00

$2.08

1,500
60,000

90,000,000
250,000
$166.67

$2.78

I
I
I
I

Table 5
Sam ple Calculat ion of  Single-Tar i f f  Pr ic ing

ServiceTerritory A

Total residential connections
Total annual water use per connection
Total annual water sales (gallons)
Total annual cost of service
Annual cost per connection
Cost per 1,000 gallons sold
Service Territory B

Total residential connections
Total annual wateruse per connection
Total annual water sales (gallons)
Total annual cost of service
Annual cost per connection
Cost per 1,000 gallons sold
ServiceTerritory C

Total residential connections
Total annual water use per connection
Total annual water sales (gallons)
Total annual cost of service
Annual cost per connection
Cost per 1,000 gallons sold
Combined Service Territory

Total residential connections
Total annual water use per connection .. _
Total annual water sales(gallons)
Total annual cost of service
Annual cost per connection
Cost per 1,000 gallons sold

Rate Irnlwet of Single Tariff
Per 1,000
Gallons

9,500
60,000

570,000,000
1,200,000

s126.32
$2.11

Percentage
Change

Source: Author's construct. For simplicity, only residential customers are considered Md a price-
elasdcity adjustment(1,hat is, a usageresponse to the change in price) is not included in the illustration.

i

!
I

I
I
I
I

38

I

I
I

I



USEPA - NARUC Consolidated Water Rates

primarily by the relatively smaller increase in rates to customers in Service Territory Aof
17 centsper 1,000 gallons (8.8%). The larger number of customers in Service Territory A
lessens the impact of the rate adjustment on .a per customer basis. Customers in Service
Territory B are least affected, experiencing an increase of 3 cents per 1,000 gallons (1.4%)
in rates. The lower cost-of-service in Service Territory B (relative to the number of
connections served) in Comparison to Service Territory C accounts for the difference in the
rate impact

In practice, rate design for public utilities is far more complex." (See Apfpendix C.)
Utilities must analyze the cost of service, including the cost of capital, and determine
revenue requirements for the period over whichrates will be set (the "test year") .  A
utility's costs will be allocated according to customer groups (or classes) and the demand
characteristics of those groups. Typically, residential customers are distinguished from
nonresidential customers. the latter of which are iirrther divided into commercial and
industrial classes

Variations of Single-Tariff Pricing

Utility tariffs, or rate structures, actually have various components. These components
make it possible for utilities to approach single-tariff pricing in different ways depending on
system cost charactedstics and the nature of the current rate structure. Table 6 illustrates
three variations. In the Erst, uniformity is established only for the fixed charge portion of
the utility bill, In the second variation, fixed charges vary and uniformity is established for
Hue variable portion of the utility bill. The third variation is the more complete example of
single-tariff pricing, where both fixed and variable charges axe made uniform

These variations can be used to phase-in Smgletariifpricing ova time, as illustrated in
Table 7. A phase-inplan reflects the principle of gradualism 'm ratemaking. A significant
change 'm late levels or rate design can be implemented inphases, rather than at once, `m
order to reduce rate shock to customersand revenue instability to the utility. In this
example, the utility 61st consolidates fixed charges and gradually consolidates the variable
rate. Many utilitieshave used a phased approach to implementing single-tariif pricing, with
the encouragement and approval of regulators

At least three other varialions of Siiigle-tariff pricing can be identified. First the utility can
retain current rate di8erentials and equalize future rate increases. This addresses the rate
shock issue while maintaining rate differences based on historical differences in costs
Second, the utility can use rate "bands" to establish tariffs for groups of systems with
similar cost characteristics. Third, the utility can combine rate equalization with the
strategic use of short-term or mid-term surcharges to pay for extraordinary costs
associated with blending the operations of multiple systems. Each of these methods has
been implemented on at least one occasion

Beecher and Mann (1990)
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Because of rising costs, and the need for rate customers to gradually become accustomed
to higher rates, it may not be desirable to lower rates at all for any customer group.
Rather, it may be advisable to "cap" higher rates in the higher-cost areas and gradually
increase rates in the lower cost areas. Although customers should be educated about
changes in the rate structure, a phased approach and a price-cap approachmight help
mitigate complaints about cost shitting.

1

T a b l e  6 .

P r i c i n g  V a r i a t i o n s  f o r  F i x e d  a n d

V a r i a b l e  W a t e r  C h a r g e s

Variation 1:
Change to Single Fixed Charge Orb

Variation 2:
Change to Single Variable Rate Orb'

a
|

I
I
I

Variation 3:
Change to Single TariiT for Fixed Charges and Variable Rates

Source: Author's construct.
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Table 7
Phase-In Approach to Single-Tariff Pricing

Phase 1
Change to Single Fixed Charge

Phase 2
Adjust Variable Rates

Equalize Variable Rates

Source: Author's construct

Two Recent Cases

111 1997, the Indiana Ut i l i ty Regulatory Commission approved a hard-won plan by the
Indiana-American Water Company no consolidate rates. Figure 6 i l lustrates the difference
in revenue requirements per equivalent residential customer for stand-alone pricing
common-management pricing, and single-tari f f  pricing." Stand-alone pricing ref lects the
costs that a commonly owned or managed water system would iNcur i f  i t  replicated the
same services and functions on a basis completely independent of the parent util ity and
other systems, Common-management pricing reflects costs that are incurred on the basis
of die joint operat ion of mult iple systems. Costs under common management, given
management economies of scale and scope, should be less for the util ity than the sum of
stand-alone costs for all of the operated systems

In this illustration of single-iariffpricing, the use of equivalent customers produces a comparable but nut
identi ca] level of revenues per customer across all service territories because of differences in water usage
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For eachcommunity served, the economies of scale and scope achieved by common
management are obvious. Left to their own devices, none of the communities could
replicate the same level of service at the same cost In other words, each community's true
stand-alone cost would be much higher than their share of costs under consolidated
operations. These cost savings are achieved independent of the pricing structure.

I

i
I

The additional benefits of single-taliffpricing are fairly obvious. The smaller, very high
cost systemsat the low end of the spectrum clearly have much to gain through rate
consolidation. Both common-management and consolidated rates are a fraction of what
the system wouldpay on a stand-alone basis. The impact of the single-tariifprice on
customers at the middle and higher end of the spectrum is not necessarily substantial.

The rate stabilizing effect of single-tariffpricing is illustrated by the revenue requirements
forecast for the same group of utilities (Figure '7). Over time, the single-tariff provides
considerable rate (and revenue) stability and, once again, the benefits for the smaller
systems are clear. In this particular case, substantial rate hikes associated with planned
capital improvements for four systems can be mitigated. The timing of capital expenditures
will play a role in determining perceptions about the benefits of single-tari&lpricing to
'individual communities. The obvious affordability benefits to small systems, as well as the
general "smoothing" effect on revenue requirements, are among the leading rationales for
siNgle-tariff pricing.

Similar results were achieved 'm another recent case involving a New Hempshiite utility,
Pennichuck Water Works, Inc. Without rate consolidation, some water customers would
fweannuM water bills as high as $l,200, as illustrated in Figure 8..In its decision, the New
Hampshire commission directly addressed subsidy and affordability issues, as well as the
anticipated benefits of adopting the single tariff:

r

We do not believe it would be 'm the public interest to impose annual rates in the
range of$800 to $1200, as would be the case here, when a reasonable alternative is
available. By consolidating the community systems with the core system for
ratefmalcing purposes, all customers would face a uniform tariff which, for the
average msidenUalcusmmer, would be approximately $253 per Year. Therates for
the average residential customer in the core system would increase lessthan $1 .00
per month, for a total of $8 per year, under the rate consolidation proposal which,
in light of die alternative, we End to be acceptable. We consider a single tariff rate
of approximately $253 per year for the core residential customer to be just and
reasonable. A consolidated rate will ensure affordability and the continued viability
ofrnany of Permichuck's community systems. It will also enable Pennichuck to
operate in a more administratively efficient manner by eliminating separate general
ledgers for each qstmMMby reducing administrative costs.54

54 New HampshirePublic Utilities Commission, Order in Docket DR 97-058, Pennichuck Water Works,
Inc. (1998).
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Single-Tariff Pricing in Great Britain

3

i
I

Great Britain provides a "real life" example of the useof singletariff pricing ona very
large scale. In 1989, GreatBritain's ten large regional water, wastewater, and stormwater
service providers (shown in Figure 9) were transformed from nationalized to investor-
owned utilities. Since privatization, the tariffs established for measured (metered) service
within each of the regional systems have been uniform. In other words, single-taxirfpricing
is implemented along with metering. Each of the water utilities provides a metering option,
although a largeproportion of British households is not metered. For unmeasured service,
standing charges are uniform. However, variable charges are based not on water volumes
but on the "rateable" value of properties served These charges vary according to
geographic zones for the Seven Trent and Thames water utilities, but not for the other
utilities.

I

Tariffs for residential water service for 1995-1996 are reported in Table 8. Metered rates
for largeusers are comprised of standing (fixed) charges that vary by meter size, plus a
volumetric charge. Standing and volumetric charges are uniform for large-volume
customers throughout the company service territories.

In addition to the larger privatized utilities, another twenty-one water service companies
also serve somewhat smaller service territories in Great Britain, although 'm terns of
population served almost all seem quite substantial in size when compared to many U.S.
water systems. For the most part, these companies also employ single-tariH`pricing. Al l  of
the twenty-one companies use a uniform standing (or fixed) charge; four have different
volumetric rates for different geographic areas served."

i
:
[
r

1

I

I

I

I

I

1

55 For one of these companies (Three Valleys), two of three areas have comparable metered rates,
suggesting a gradual move toward uniform pricing. A filth water company (North East) adopted single-
tariffpricing in the 1993-94 rate period for its two areas (each of which also is subdivided).
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WATER AUTHORITY BOUNDARIES
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Figure 9. Regional Water Utilities in Great Britain

Sinlrce: Daniel A. Okun, Regionalization of Winer Management: A Revolufinn in England and Wales
(London: Applied Science Publishers, 1977)
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USEPA - NA RUC Consolidated Water Rates

u The Public Utility Commission Role

Regulation of the water industry, like the water industry itself, is fragmented and
pluralistic. All community water systems, regardless of their ownership, are subject to
federal and state drinking water regulations pursuant to the federal Safe Drinking Water
Act. Drinking water standards focus onpublic health concerns. Water systems in many
states also are subject to water quantity regulations, meaning that water withdrawals are
regulated through registration or permitting mechanisms. Economic regulation of water
utility prices and rates of return is the domain of the state public utility commissions. The
commissions play a quasi-administrative, quasi-legislative, and quasi~judicia1 role in terms
of overseeing the utility industries

Although their jurisdiction for the water industry is not comprehensive, and generally
applies only to investor-owned water systems, the state public utility commissions have
specific authority and expertise 'm the area of pricing. Moreover, many commission
regulated systems are small in size. Thus, pricing practices in general, and commission
policies in particular, are worth considering when crafting solutions for small systems

Forty-five commissions presently have authority to regulate investor-owned water utilities
I n some of the states, commission regulation extends to other types of water utilities under
certain circumstances. For example, some states regulate municipal water utilities if they
provide service outside ofmunicipai boundaries. In Florida, counties can opt to regulate
water systems, in Indiana, municipal water utilities can opt to be regulated. In rems of
commission jurisdiction and authority, many variations among the states can be found

Not all water utilities are subject to commission regulation. Most water utilities in the
Um'ted States are publicly owned and not subject to state economic regulation. The state
public utility commissions do not regulate water utilities in Georgia, Michigan, Minnesota,
North Dakota, South Dakota, or Washington, D.C I

I
I

Number of Regulated Utilities

Periodic surveys have been conducted for the purpose of counting the number of regulated
water and wastewater systems. As noted earlier, for 1995 the total number of commission
regulated water utilities 'm the United States was approximately 8,537." Approximately
4,095 regulated water utilities are classiiiedas investor-owned water utilities." Table 9
siunmarizes the 1995 inventory of commission-regulated water and wastewater utilities

Beecher (1995)
These data include 15 investor-owned utilities and 3 homeowners' associations that no longer are

regulated in Michigan )

7
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Utility Ownership

Water Utilities Wastewater Utilities

Number of

Ctmlmissions

Number 4>f
Utilities

Number of

Commissions

Number of
Utilities

|Investor-ownedor 'vote 46 4,095 28 1,233

Municipally-owned 11 1,547 6 649
Districts 7 1,300 4 205

rivesala' . 4 1,436 2 50
Homeowners' associations 6 85 1 0
Nonprofits 1 73 1 15

Other 1 1 0 0
Totals 46 8,537 28 2,152

l-llll

USEPA - NARUC Consolidated Water Rates

Table 9
Commission-Regulated Water and Wastewater Utilities

Source: Janice A. Beecher, 1995 Inventory ofCommLs.si0n-Regulated Wafer and Wasrewafer" Utilities
(Indianapolis, IN: Center for Urban Policy and the Environment, 1995). Includes data for Michigan,
which ceased regulating 18 systems in 1996.

Leading states in rems of the number of regulated water utilities are Texas (3,300),
Mississippi (740), Wisconsin (573), West Virginia (421), Arizona (354), and New York
(354). For investor-owned water utilities, leading state jurisdictions are Texas (.l,200),
Arizona (354), New York (334), North Carolina (226), Florida (210), California (199), and
Pennsylvania (l90).

Between the 1989 and 1995 surveys, the number of regulated investor-owned utilities
declined by 445 utilities (10 percent), the total number of regulated utilities declined by
1,398 utilities (14 percent).

IStates in which the number of regulated water utilities (including investor-ovlnned utilities)
declined by a substantial amount include Arizona, Connecticut, Indiana, New York, North
Carolina, Pennsylvania, and Texas. Commission sources suggest that mergers and
acquisitions were the leading cause of the decline. Systems rarely cease operations
altogether. However, transfers to unregulated ownership forms and changes in commission
jurisdiction also can contribute to the decline in the number of regulated utilities. A few
states, including Mississippi and Gregon, had substantial increases 'm the number of utilities
under their jurisdiction. Nellraska's gain is noteworthy because jurisdiction for the water
industry was initiated in 1994.

3

The decline in the number of regulated utilities is consistent with an anticipated trend in
industry consolidation. Mergers and acquisitions within both the publicand private
segments of the industry will gradually reduce the number of regulatedutilities, However,
the population sewedby regulatedutilities will notnecessarily decline as a resultof
reductions in the totalnumber of regulatedutilities.

E
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E
Despite the decline in the number of regulated water utilities, water utility regulation
continues to rise in importance on the agendas of many state commissions." Economic
regulation of water utilities is important given monopoly power, rising costs, structural
change, arid a degree of uncertainty about the industry's future.

Capacity-Development Policies

I
I

The commissions, which are well aware of the precarious condition of many small water
systems, can and have addressed capacity development through three basic strategies. The
first strategy involves slowing the creation of new water systems. State regulations can
create substantial barriers to entry for new water systems. Many of the state commissions,
as well as the state drinldng water agencies, are tightening the ceniiication process and
more carefully scrutinizing the financial, managerial, and technical competencies of
proposed new systems.

The second strategy involves procedural simplification for small water systems to lower the
administrative cost of regulation and enhance regulatory compliance. This strategy
includes simplifying filing and reporting procedures. In some cases, commission staff
members directly assist managers of small water utilities in meeting procedural .
requirements. Some of the commissions have used alternative regulatory methods, such as
operating ratios, to further simplify the process and address the unique needs of small
systems. Regulatory simplification treats one of the primary symptoms of small-system
capacity problems (that is, regulatory compliance), but it does not necessarily treat the
underlying capacity problem (that is, lacing economies of scale).

!The third strategy involves structural change in the water supply industry. As noted in a
report of the National Regulatory Research Institute, the least-cost solution to regulatory
compliance and other problems for many systems can be found only through stnlcturaI
change, namely consolidation." The downward trend in the number of water systems
suggests that ownership consolidation may be occurring in the industry. Consolidated
systems mayor may not be physically interconnected. While physical interconnection
yields significant economies of scale, common management of no interconnected systems
directly addresses financial, managerial, and technical capacity issues and can yield
significant economies.

i

I

I
I

Many of the colmnissions have played an active role 'm this area by encouraging and
approving mergers and acquisitions. Some of the commissions provide specific incentives,
such as acquisition adjustments. Certain ratemeddng practices, including single~tariff
pricing, also can provide incentives for acquisitions and, perhaps, the formation of regional
water systems. Larger systems interested in acquiring smaller systems tend to favor rate
consolidation (sometimes with surcharges).

I
E

:

!

I
I so In the late 1990s, however, water issues must compete for the attention of regulators with major

restructuring issues in the energy and telecommunications sectors.

al: Beecher, Dreese, and Landers (1992).

I
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In general, modem public policies affecting the water-supply industry, including regulatory
policies, appear to support the consideration of structural options (including consolidation)
that will help water systems achieve economies of scale. The emphasis on water system
capacity at the federal, state and local levels will make it harder for providers to get
operating certificates, water-supply permits, and special financing. Explicitly or implicitly,
growth management policies in some states are calling for consolidation of water supply
through interconnection with existng systems, Public policy also appears to emphasize the
importance of establishing and maintaining water systems for which the population served
can support the cost of water service. Thus, institutional factors also are playing a role in
reducing the number of water systems.

I

I

I

I
I

I
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Commission Survey

State public utility staff members at all of the state public utility commissions with
jurisdiction for water utilities (that is, forty-five state commissions), were surveyed about
the issue of single-tariff pricing in early 1996. This research was conducted by Dr. Janice
Beecher on behalf of the Florida Public Service Commission. The survey was first sent by
telefax in January and follow-up telephone calls were made in late January and early
February to ensure the completeness and accuracy of the survey. The commission staff
members who completed the survey are lmowledgeable about water utility regulation and
competent to complete this particular questionnaire. A copy of the survey questionnaire is
attached as Appendix D, Detailed findings can be found in Appendix E.

Additional follow-up contacts were made in 1997 and 1998 to update findings on specific
cases that were pending at the time of the original survey, as well as to check for any major
shifts in regulatory policy. Although no significant changes were detected,updated
information is noted throughout the findings

elegance of Single-Tariff Pricing

Single-tariff pricing for water utilities is not rec ~sadly a policy issue for every state public
utility commission. Jurisdiction for water utilities and the presence of multi-system utilities
are necessary but not sufficient conditions for consolidated rates to be an i~ ~sue for a given
commission. Single-tariif pricing does not become an issue until a utility or the
cofmnrissiorx the use of this method. Utilities with systems that are viable on a
stand-done basis, by virtue of size and other factors, may not need or want single-tariff
pricing. Even where considered or implemented, singletariff pricing may not he cnnsidelved
an issue" if it is noncontroversial

I

I
:
I
E
r
r

The consideration of single-tariff pricing policy can benefit idiom the reinspective provided
'm Table 10. The relevant sample for considering commission policy with regard to single-
tatriifpricirrg is comprised not of all infly-one public utility eocrnmissioms (including the
District of Columbia). It is more acclimate and reasonable no evaluate commission policies
with regard to this issue in the context of the twenty-iive commissions where multi-system
water utilities operate and where the issue has been considered (including the states where
single-tariff pricing had been rejected or considered but not approved). Given this context,
a clear majority of affected state commissions have allowed regulated water utilities to
implement single-tariff pricing (22 state commissions)

Of the remainder, the California commission has allowedpartial rate consolidation. For
two commissions Maryland and Mississippi), sin8le-tariffpdcinghad not been an issue but
staff characterized commission policy as "case-by-case." It also is noteworthy that inone
of the state's approving a single-tariff pricing structure (Idaho), the matter was "not an
issue when proposed." No regulatory commission has steadfastly opposed single-tariff
pricing, although many continue to review the merits on case-by-casebasis.

8
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TABLE 10
RELEVANT SAMPLE OF STATE PUBLIC UTILITY COMMISSIONS
REGARDING THE ISSUE OF SINGLE-TARIFF PRICING POLICY

I

All state public utility commissions:
Commissions without jurisdiction for water utilities:
Subtotal

51
-6
45

Commissions wiidmout multi-systxenn water utilities:

Subtotal

Commissions for which s`mgle-tamiffpiicing has never been considered:
Total

-5
25

Source: Author's construct. Includes reclassification of Delaware as having a multi-system utility based an
a 1999 survey. The total number of commissions includes the District of Columbia.

Pending cases at the time of the original survey in Massachusetts and New Jersey were
decided in favor of single-talriffpricing. Soon after, in two significant cases, the Indiana
and New Hampshire commissions approved rate consolidation proposals (in 1997 and
1998 respectively). Since the original survey, the Delaware commission approved single-
tariff pricing in conjunction with an acquisition that created the state's only multi-system
utility (as reflected inTable If) and elsewhere).

General Findings

The detailed results of the original survey are re=po»rted in Appendix E (Tables El through
ET). The data are reasonably complete for all fitly-oNe public utility commissions
(including the District of Columbia commission). Detailed data on specific utilities are
incomplete &om a few states because of die difficulty in compiling these data.

I

I

i

I

As noted in the tables, six public utility commissions do not have jurisdiction for water
utilities ("NJ"). In sixteen (16) of the States with jurisdiction for water utilities, staff had
observed that no multi-system water utilities were in operation (including Delaware at the
time of the original survey). This finding also was established in t.he 1995 Inventory
Report, which was used to supplement this survey. For the remainder of the survey,
responses for these sixteen states were recorded as "NA," or "not applicable."

1

x

I

E
s

I

1
J

T11i1rty (30) state commissions regulate multi-system water utilities, where single-tariff
pricing is a potential issue. Of the thirty (30) commissions with multi-system water
utilities, twenty~two (22) have approved single-tariff pricing for one or mole utilities,
including partial consolidation. California regulators have allowed partial consolidation

53
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subject to further deliberations. Seven commissions (7) have not directly addressed this
issue. As already noted, these findings have been revised since the original survey to
update the Endings for five states (Delaware, Indiana, Massachusetts, New Hampshire, and
New Jersey) where pending and recent cases have been decided in favor of single-tariff
pricing (in Massachusetts, partial consolidation already had occurred).

Of the twelve (12) commissions that had not approved single-tariffpricing at the time of
the original survey, three explanations were provided: single-tariffpricing had not been an
issue (7 commissions), a proposal for single-tariffpricing was rejected (1 commission), and
single-tariff pricing had been considered but not specifically approved (4 commissions),
The Indiana commission reportedly rejected single-tariff pricing because of cost-of-service
concerns. No commission staff member wonedMat a statute or policy expressly

prohibited single-tariff pricing. However, the Florida survey response indicated that
legislation had been proposed to limit the use of rate consolidation to interconnected
systems, the legislation was not adopted.

Specific Findings

I

I
I
K

I
I

Data were provided for 213 multi-system utilities, of which 129 had implemented a iii ll
version of single-tariffptricing amd 20 had implemented partial rate consolidation (that is,
single-tariff pricing for all but a few systems or single-tariffpricing for groups of systems
within the utility but not for the utility as a whole). Partial rate consolidation in some cases
is used to phase-in the single tariff The survey does not include the multi-system utilities
'm Texas (estimated at 200 to 300 utilities) or all of the multi-system utilities in Florida
(estimated at 60 to 70 utilities) because these MM were not readily available. Other states
also may have some additional multi-system utilities for which data were not reported. 1l1e
survey also excludes publicly owned water utilities, with the exception of West Virginia for
which data were available for commission-regulated public service districts.

I

Several states have jurisdiction for only one multi-system water utility. States with mote
than ten multi-system utilities are Cmcxnnecticut, Florida, Louisiana, NOrth Carrolina, Texas,
Wasahingtuun, and West Viirginia. Of these states, only Louisiana has not approved single-
taxilf pricing.

1

I
I

I

I

I

Based on the available data from the original survey, the number of systems managed by
the multi-system utilities ranges from 2 to 201. The average number of systems repeated is
11; the median number of systems was 4. The number of connections for the smallest
system ranged from 2 to 30,000 with a mean value of '7$l and a median value of 30 (based
on data for 115 systems). The number of connections for the largest system ranged from
18 to 329,000, with a mean value of 11,615 and median value of257 (based on data for
115 utilities). The earliest date reported for adopting single-tariffpricing was 1958; the
most recent date was 1995 (disregarding the pending or subsequent cases). The average
and median time frame for adopting single-tariffpricing was the early 1980s.

I

r
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At the time of the survey, rate consolidation hadbeen partially implemented for several
utilities. In some cases, all but a few systems had been placedunder a single tariff in other
cases, the single tariff wasbeing phased-in gradually over time. Only one commission
reported that monitoring and evaluation of single-tariff pricing had occurred in the form of
reexamining past rate cases (West Virginia).

Characteristics of Single-Tariff Utilities

E
E

Single-tariff utilities appear to have some distinguishing features in comparison to multi-
system utilities that do not use single-tarifIlp1icing. Data were provided for 213 utilities, of
which 129 implemented single-tariffpricing or partial rate consolidation. Data on the
approximate number of systems were provided for 203 utilities (149 single-ta1iff utilities
and 54 multi-system utilities without single-tariff pricing). Data on the smallest and largest
systems in terms of service connections were available for 115 utilities (81 single-tariff
utilities and 34 multi-system utilities without single-tariff pricing). All available data were
used to preserve as much information as possible for the analysis. For data reported as a
range of values, an average was used (for example, "8 to 9" was replaced with 8.5). For
data reported as "<5," a value of 4.5 was used.

The sample is incomplete and nonrandom, so Endings based on the available data are not
generalizable. Substantial missing data will affect the results of any analysis. However, the
data represent a sizable portion of the multi-system utilities regulated by the state
commissions. Also, many states reported a mixture of systems with and without single-
tariffpricing. Certain obsewadons can be drawn Rom the data that should lead to further
consideration and analysis.

As reported in Table 11 (and Table ET), single-tariif systems and multi-system utilities
appear to differ in terms of the number of systems that comprise them, smallest
connections, and largest connections. For single-tariff systems, the median number of
systems was 5 (average value of 13), for multi-system utilities without single-tariff pricing
the median number of systems was 4 (average value of 6). The connection data reveal
more striking patnenxs. Along every measurement (except for the minimum of 2
connections for the smallest systems for both utility types), single-tariff utilities appear to
be much smaller in terns of both smallest and largest systems based on corrections.

5

i
I

E
i
!I
I

This finding is very consistent with the perception that single-tariff' pricing is most needed,
and perhaps most justified, when numerous very small water systems are involved. These
data may indicate that commission approval of single-tariff pricing takes into account these
basic descriptive characteristics. This is not to suggest, however, that single-tariff pricing
only has been (or should be) approved for utilities made up of very small systems. In fact,
some of the more recent decisions affirming single-tariff pricing have involved utilities with
systems that are fairly substantial in size.
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Arguments in Favor of SingleTariff Pricing

In the course of the survey, regulatory commission staff mernbers wereasked to consider
key arguments for and against the adoption ofsingle-tariffpricing. Various reasons for
commission approval ofrate consolidation wereprovided in the survey. Table El provides
the primary reasons for approval. Cost savings were frequently mentioned. Asreported in
Table ET, commission staffmembersalso wereasked to identify the arguments that
influenced their commissions'deliberations or policies regardingrate consolidation

Thesedata reflectonly staffmember views, not necessarily the views or policies of the
commissions. Twenty-one(21) commissionstaff membersrespondedto thisportion of the
survey. The dataexclude thirty commissionswhere, at the timeof the survey, single-tariff
pricing had not been an issueand staff views were not elicited. so Staffcouldcite more
than one argument and no weighting or ranking of arguments was required. Indecreasing
orderof mentions(indicated in parentheses), commission staff indicatedagreementwith
the following arguments in favor of single-tariffpricing

D Mitigates rate shock to utility customers (17)
D Lowers administrative costs to the utilities (16)
D Provides incentives for utility regionalization and consolidation (15)
cl Physical interconnection is not considered a prerequisite (13)
n Addresses small-system viability issues (13)
l:l Improves service affordability for customers (12)
cl Provides ratemaking treatment similar to that for other utilities (10)
cl Facilitates compliance with drinking water standards (9)
l:l Overall benefits outweigh overall costs (9)
l:l Promotes universal service for utility customers (8)
o Lowers administrative cost to the commission (8)
l:l' Promotes ratepayer equity on a regional basis (6)
l:l Encourages investment in the water supply inNlastructure (5)
cl Promotes regional economic development (3)
cl Encourages further private involvement in the water sector (2)
cl Other: Can be consistent wide cost-of-service principles (1) and found to be in

the public interest (1)

Staff members also noted that single-tariff pricing could be consistent with cost-of~service
principles (New York), that separating small-system costs may not always be cost-effective
(Virginia), and that the genesis for the issue was regulatory simplification (California)
Mitigating rate shock also was equated with "rate stability" (Indiana). Vermont
regulators found that single-tariff pricing addressed small system viability issues and
generally was in the public interest, approving the method over the objections of staff

Excluded were 6 commissions without jurisdiction for water utilities, 16 commissions without
jurisdiction for multi-system water utilities ("not applicable:"), and 8 commissions that regulate multi
system utilities but where single-tariff pricing has not been mi issue (including the Idaho commission
where single-tariff pricing was approved for one utility but not an issue of significance)

57
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members concerned about subsidization issues. Typically, more than one argument affects
commission deliberations regarding rate consolidation.

Arguments Against Single~Tariff Pricing

i

Commission staff members also evaluated the key arguments against rate consolidation.
Various reasons for commission disapproval of single-tariffpricing were provided. Table
E1 provides the primary reason for the disapproval. Cost-of-service issues were frequently
mentioned, although some staff also indicated that single-tariffpricing could be consistent
with cost-of-service principles. As reported in Table E4, commission staff members also
were asked to identify the arguments that influenced their commissions' deliberations or
policies regarding rate consolidation.

These data reflect only staff member views, not necessarily the views or policies of the
commissions. As mentioned earlier, twenty-one (21) commission staff members responded
to this portion of the survey based on their experience with the issue of single-tariffpricing
for multi-system utilities. Staff could cite more than one argument and no weighting or
ranking of arguments was required. In decreasing order of mentions (indicated in
parentheses), commission staff indicated agreement with the following arguments against
single-tariffpricing:

r

D
D
D
D
D
cl
U
D
a
U
D
D
D
U
D

Conflicts with cost-of-service principles (14)
Provides subsidies to high-cost customers (12)
Not acceptable to all affected customers (10)
Considered inappropriate without physical interconnection (8)
Distorts price signals m customers (7)
Fails to account for variations in customer contributions (6)
Justification has not been adequate in a specific case (or cases) (6)
Discourages efficient water use and conservation (4)
Encourages growth and development in high-cost areas (4)
Undermines economic efficiency (3)
Provides unnecessary incentives to utilities (2)
Not acceptable to other agencies or governments (2)
Insufficient statutory or regulatory basis or precedents (2)
Overall costs outweigh overall benefits (2)
Encourages overinvestment in infrastructure (1)

3
3
II

Regarding unacceptability to other agencies or governments, the California staff member
noted that opposition to single-tariH` pricing had come ham other utilities.

I

I

I
I

I
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Commission Policies on Rate Consolidation

I
I
I|I
I

.
I.I

As already noted, twenty-two (22) state commissions have allowed regulated water utilities
to implement single-tariff pricing. Single-tariff pricing is generally accepted in eight (8)
states, as summarized in Table 12 and Figure 10 (and detailed in Table El). Texas
commission staff members noted that single-tariff pricing was accepted "and preferred." In
fact, the Texas commission provides a simplified procedure for merging the rates of
acquired systems with the rates of the acquiring utility. While the regulated water utility
usually requests consolidated rates, at least one commission (New York) has imposed its
use. Pennsylvania staff noted that the use of single-tarifpricing has evolved firm its
application on the basis of physical intemomiection to its application on the basis of
common ownership.

Based on the updated survey findings, staff members at seventeen (17) commissions
characterized the policies of their commissions as "case-by-case," indicating that the use of
single-tariff pricing must be justified for every specific application (even when the policy is
"generally acceplled"). In many states, only some of the multi-system utilities under
commission jurisdiction are implementing single-tariff pricing. In fourteen (14) of the case-
by-case commissions, single-tariff pricing has been approved (including the five recent
cases decided in favor of single-tariffpricing). In California, regulators have approved
partial rate consolidation. In the two (2) other cabby-case commissions, singletariff
pricing has not been approved or considered in the context of a regulatory proceeding. ,

Commission Decisions

The experience of West Virginia-American Water Company stands as one of the least
controversial and most enduring examples of single-tariff pricing. Implementation of
single-tariff pricing has played a role in the company's expansion. A case study of the
West Virginia experience appeared in a 1984 issue of the American Water Works
Association Journal."

In its order, the West Virginia Public Service Commission considered the covnsisterncy of
single-tariffpricing with the commission's general regulatory obligations and operating
principles, finding that:

l .  The company's single tariff pricing proposalresulted in a just, reasonable,
sui3icient and nondiscrinfmatory rate for all the customers of the company.

2. Each customer will pay the shame rate for a like and contemporaneous
service made under the same or substantially similar circumstances and
conditions.

Sn Limbaugh (1984).
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Table 12
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Case-By-Case (17)I

I

Never Considered (5) Maine
Wisconsin

Summary of State Public Utility Commission Policies on
Single-Tariff Pricing_for Water Utilities
Commission Policy ~. State Commissions
Generally Accepted (8) Connecticut Pennsylvania

Missouri South Carolina
North Carolina Texas

. Oregon Washington
~. Single-Tariff Pricing Has Been Approved (14)

Arizona New Hampshire (d) (f)
Delaware (a) New York
Florida New Jersey (e) (f)
Idaho (not an issue) Ohio
Illinois Vermont
Indiana (b) (f) Viir8inia
Massachusetts (c) (f) West Virginia
Single-Tariff Pricing Has Not Been Atiploved (3)
California (g)
Maryland (not an issue)

. Mississippi (not an issue)
Iowa
Kentucky

~. Louisiana
Alabama
Alaska
Arkansas
Colorado
Hawaii
Kansas
Montana

. Nebraska
No Jurisdiction for Water Georgia North Dakota
Utilities (6) Michigan South Dakota

_ Minnesota W ashington, D.C.
Somme: Author's construct based on survey of state public utility oonmiission staff members, January-
February 1996 and subsequent contacts with the commissions (including a follow-up survey in early 1999).
(a) Reclassified from "not applicable" following an acquisition with approval of consolidated rates.
(b) Since the origiNal survey, a case was decided in favor of single-tariff pricing (previously rejected).
(c) A pending case at the time of the original survey was decided in favor (partial consolidation

previously).
(d) Since the original survey, a case was decided in favor of single-tariff pricing.
(e) A pending case at the time of the original survey was decided in favor.
(f) Characterization of commission policy as "case-by-case" was unchanged following the recent

decisions.
(g) Partial consolidation with possible phase-in of single~tariff pricing. A case was pending in 1999.

Not Applicable - No
Multi-System Water
Utilities (15)

Nevada
New Meodco

Oklahoma

Rhode Island

Tennessee

Utah
Wyoming
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fr
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Generally accepted

Case-by-case policy - approved

Case-by-case policy - not approved

Not considered, not applicable, or no jurisdiction 8

Figure 10. Summary of Commission Policies on Rate
Consolidation.
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3. The approval of the company's proposal was 'm compliance with the
cormnission's duty to regulate utilities of this state in order to provide the
availability of adequate, economical, and reliable utility services to
encourage the well planned development of the utility resources in a manner
consistent with the state needs and in a way consistent with the productive
use of the state's energy resources.

4. Single tariff pricing strikes a reasonable balance in the interest of current
and future water consumers, the general interest of the state's economy, and
the interest of West Virginia Water Company.° 2I;

i
I

oz Order of the West Virginia Public Service Commission as cited in Limbach (1984), 55.
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In a 1986 order, the Pennsylvania Public Utility Commission approved single-tarilfpricing
for Western Pennsylvania Water Company (1986) and provided several pragmatic reasons
for approving this pricing strategy." First, a larger rate and revenue base ameliorates the
impact of major capital additions needed from time to time in every service area. Second, a
larger revenue base promotes flexibility in timing and financing major capital additions.
Third, the impact of instability resulting from changes in sales volumes is mitigated when
the effect of such volumetric factors is spread over a larger economic base. Finally, the
reduction of the number of accounting units and the number of individual late filings result
in administrative efficiency with a potential to reduce costs to ratepayers.

Ten years later, in a general proceeding on acquisition policy, the Pennsylvania
Commission stated its belief "that every system and every ratepayer in the Commonwealth
will eventually be in need of specific service improvements and at that point, the true
benefits of single tariifpricing will be realized by all citizens in the Commonwealth."" The
Commission now views single-tariff pricing as a central component of acquisition
incentives provided to jurisdictional utilities.

Although single-tariff pricing has been approved without much consternation in some
jurisdictions, in others the level of controversy has been much more pronounced.
Consumer advocates, local governments, large-volume users, and commission staff
members (even within agencies) have at times been deeply divided on this issue.

The regulatory commissions have struggled in particular with whether or not physical
interconnection among water systems should be aprerequisite for single-tariffpricingf'
As noted by the Massachusetts Department of Public Utilities, physical interconnection is
not necessarily required: "[S]evemal factors (viz., the contiguity of the communities served
in that zone, the commonality of personnel for meter-reading, operations, maintenance, and
construction duties; and administrative convenience) are decisive in favor of treating the
[two communities] as a single zone ...""6

t

Similarly, the Florida Public Service Commission once concluded that state law supports
the view that multi-system utilities can be considered a single system because the us]ity's

facilities and laird are nctionalw related (in administrative, opeiaNonal, and managerial
terms), even without physical Mtemonnwdon." analogy provided in the case was that
the multi-system utility opemadons were like a "wagon wheel," where the separate service
territories are the spokes and utility management is the rim holding them together.

I

i
i

63 Pennsylvania Public Utility Commission, Order in Docket R-850096, Western Pennsylvania Water
Company (1986), 148.
64 Pennsylvania Public Utility Commission, Order in Docket M-00950686, Policy Statement Re:
Incentives for the Acquisition and Mergerof Small, Nonviable Water and Waste Water Systems (1996).
as Physical interconnection in the other industries may be the reason why pricing across larger regions
tends to prevail.
as Massachusetts Department of Public Utilities, Order in Docket No. 90-146, Massachusetts-American
Water Company (1990), 3-4. See also MA DPU 95-118 (I996).
av Florida Public Service Commission, Order No. PSC-96-1320-FOF-WS, Docket No. 950495~WS,
Southern States Utilities (1996).
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Following an appeal of the Florida order, however, tlle District Courtheld that rate
consolidation need not be conditioned on a finding by the commission that the systems
involved are functionally related. "Because we decide that the determination of iixnctional
relatedness is not controlling on the issueof whether uniform rates can be set," noteddie
Court, "we express no opinion onwhether the utility systems involved in this rate case
were 'functionally related."'68

!
|

:

i
\

In a 1993 case, the Illinois-American Water Company articulated the variety of ways in
which the systems of a multi-system utility are operationally related:

All operation and maintenance and construction activities are performed on a
uniform basis throughout the five districts... A11 five districts utilize similar
facilities, such as pumping stations and purification plants, transmission and
distribution mains, storage reservoirs, service lines and meters... All live
districts utilize the same engineering and construction standards, maintenance
programs, operating procedures, inspection programs, budgeting and
accounting procedures, types of materials and supplies and management
structure... All five districts utilize the services of the American Water Works
Service Company (the "Service Company"), which provides, pursuant to a
contract with the Company, support to Illinois-American personnel in the areas
of accounting, engineering operations, rate design, regulatory practices, finance,
water quality, inforrnadon systems, personnel information and training,
purchasing, insurance, safety and community relations."

The company also argued that the evolving corporate Structure of the multi-system utility
is germane to these issues, as described in Illinois Commerce Commission's order:

According to Illinois-American, another important factor supporting the
adoption ofsingle tariftpricing are the many steps the Company has taken in
recent years to centraLIze andconsolidate its operations. Illinois-American,
as it presently ezdsts, is the result of two mergers Pursuant to the mergers,
which were approved by the Commission... water systemsonce operatedas
Eve separate companies were merged to form a single integrated unit, rather
iban as five independent, stand-alone systems.'°

| Staff members of the Illinois Commerce Commission found that "Commission practices in
Illinois... support the uniform rate concept.""' In this particular proceeding, the
commission approved partial rate consolidation and ordered Illinois-American to submit a
proposal for company-wide single~tariff pricing.

as District Court of Appcal,First District, State of Florida, Decision in Case No. 96-447 (June 10, 1998), 1.
as Illinois Commerce Commission, Order Docket No. 92-0116, Illinois-» American WaterCompany (1993).
'°  mid., 85.
71 Ibid., av.
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In a parallel proceeding, Indiana-American Water Company argued before the Indiana
Utility Regulatory Commission that single-tariHlpricing is justified in part on the grounds
that the company's districts are managed by a single corporate stnncture and financed
through a common capital structure." The Indiana Office of Consumer Counselor opposed
this reasoning and the Indiana Commission rejected that particular bid for single-tariff
pricing, but the company prevailed in a 1997 proceeding (discussed below).

Another rationale in the regulatory context is that rate consolidation can help reduce the
frequency and complexity orate filings by regulated firms. According to John Guastella,
regulatory acceptance of single-tariff pricing as a matter of policy reduces costs associated
with preparing separate coM-of-service studies to allocate common costs among the
separate systems, and thus significantly reduces die cost of utility rate filings." A related
point is that rates under a single tariff are easier to communicate to customers (lowering
administrative costs) and easier for customers to understand.

I n some deliberations, the focus is shifted firm differences in the cos! of service to
comparability in the value of service that utility customers receive regardless of their spatial
location. Indiana-American Water Company has argued that, "The single tariff pricing
concept is supported by the fact that any one of the Company's customers, regardless of
where that customer is located, expects, is entitled to and receives essentially the same
service as the customers in any other district.""'

In a recent regulatory proceeding involving the New Jersey-American Water Company, the
administrative law judge echoed this argument:

1
1

Inasmuch as all customers of New Jersey-American, be they New Jersey
Commonwealth or Monmouth customers, receive comparable service on a
comparable basis, it seems only appropriate that all customers be charged
similarly... By distributing the burden of system improvement to all
customers, the relative impact is decreased. All Company customers in the
three operating groups are benefiting by the relative economics [sic] of scale
and system integration and administration the unified company produces.
LE<ewise, all customers should equally shoulder the costs involved."

The New Jersey Board of Public Utilities agreed with the administrative law judge in
adopting a statewide (silulgletariff) price for the New Jersey-Azmerican Water Company
in this particular proceeding

12 Richard E. Hargraves, Direct testimony in CauseNo, 39595 before the Indiana Utility Regulatory
Commission, Indiana-American Water Co., Inc. (1993).
13 Guastella (1994).
74 Hargraves (1993).
'is New Jersey Board of Public Utilities, OAL Docket No. PUC 520795, Agency Docket No. WR-950-40165,
New Jersey-American Water Company (1996), 14-15.
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Several of the commissions have implemented variations of single-tariff pricing or partial
loomis of rate consolidation. The Missouri Public Service Commission, for example, once
reasoned that rate shock is the result orate changes not rate levels. Thus the commission
ordered the company in question to maintain existing rate differentials while equalizing
future rate increases. By maintaining current rate differentials and equalizing rate
increases, rate shock is minimized, subsidization is limited, and the company is afforded
greater flexibility in timing plant additions." The commission later found, for another
company, that the movement toward rate consolidation was in the public interest." But in
a subsequent rate case, and to the understandable chagrin of the utility, t11e commission
reiterated "that it is not committed to a specific position regarding cost recovery for capital
plant additions by means of [single-tariff pricing].""

In a phased approach, implementation of singl tarifl`p1ic°mg may occur over several
commission decisions involving the same multi-system utility. According to a former
regulator, a phase-in plan may be especially justified when differences in rates are
"extreme."'° A phased approach "facilitates the goal of~slmgle tariff pricing, but does not
negate the requitement for fiumre commission approval of its fill! imp1ementation.""°

Interestingly, zonal rates for groups of systems can be used in conjunction with a phased
approach to rate consolidation. The Florida commission recently advanced a "capband"
approach establishingrates for groups of systems with similar cost characteristics,
reasoning that:

First, the capband structure represents a greater move toward the long term
goal of a uniform rate. It eliminates the need for separate rate structures for
each individual service area under the cap. The number of rates would decrease
from 56 to eight for the water facilities under the cap, and from 23 to six for the
wastewater facilities. Second, as noted above, the capband structure reduces
subsidies in terms of deviation from stand-alone laths. This is true both 'm terms
of number of service areas and number of customers. Uniform rates within the
band mitigate the subsidy with lm the band... [The capband rate structure]
embraces all of the advantages of the modified stand-alone rate structure and
adds the additional advantages of simplifying the rate structure by moving the
utility closer to a uniform rate."

r

l
I

!
I
i

is Missouri Public Service Commission, Order in Case No. 90-236, Missouri Cities Water Co. (i990).

're Missouri Public Service Commission, Order in Case Nos. WR-95-205 and SR-95-206, Missouri-
American Water Company (1995).
78 Missouri Public Service Commission, Order in Case Nos. WR-97-237 and SR-97-238, Missouri-
American Water Company (1997).
19 Wendell F. Holland, "Acquisition Incentives Encouraging Regionalization in the Water Industry" a
speech made at the Great Lakes Conferences of the National Association of Regulatory Utility
Commissioners in Greenbrier, West Virginia (July 11, I 995).
80 Pennsylvania Public Utility Commission, Western Pennsylvania Water Company, 72 PUR 41h (1986),
154.
so Florida Public Service Commission, Order No. PSC-96-0549~PHO-WS, Docket No. 950495~WS,
Southern States Utilities (l996), 78-79.
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The Florida decision was appealed on a variety of grounds. As noted earlier, the Court o f
Appeal held that the commission need not determine that utility facilities are "functionally
related"prior to approving consolidated rates. In the same decision, the Court also found
that "no statuteprohibits resortby die Public Service Commission (PSC)- in an
appropriate case-to so-called "capbands" to He rates that are just, reasonable,
compensatory, and not unfairly discriminatory" Specifically:

Nothing inherent in the capband methodology nuns afoul of the statute. The order
under review sets rates [footnote omitted] so that no ratepayer's rates exceed by
more than seven per cent what they would have been if each system's rates had
been set on a stand alone, cost of service basis. This modest deviation from a pure
cost of service basis for individual rates pales by comparison to the magnitude of
inevitable intra-system subsidization. Nor is a pure cost of service basis as to each
individual ratepayer mandated by a statute which directs that "the commission shall
consider the value and quality of service and the Dost of providing service." §
367/081(2), Fla. Stat. (1997). See Occidental Chem. Co. v. Mayo,351 So. 2d 336,
340 (Fla. 1977) ("Given the multiplicity of methods suggested by the experts to
allocate expenses between various users, we cannot say that the Commission
departed from the essential requirements of law in relying on a range of criteria for
this purpose."). A shift in the direction of "affordability" takes the value of service
into account. Although using stepped rates or "capbands" requires offsetting
increases and does not spread offsets perfectly evenly among households paying
less than maximum laths, such use need not lead to unfairly discriminatory rates."

!

l
I

The Indiana Utility Regulatory Commission articulated the pragmatic rationale for single-
tariff pricing in the recent Indiana-American case." The press release accompanying the
commission's order asserts that the company's movement toward single-tariH pacing is "in
the best interest of ad! of the customers" and that all areas will benefit in the long term by
increased rate stability and mitigation of construction cost impacts. The order found that
single-tariff pricingwas consistent with pricing for other utility and nonutility services and
that it would help the company meetdemands associated with environmental compliance,
infrastructure replacement, and service adequacy for customers." The commission also
addressed the issue of price discrimination

I

There will always be customers who over a given period of time will be required to
pay higher rates than would result if they were included in some smaller or different
customer group. But this does not mean undue discrimination exists so long as
they are paying an equivalent price for an equivalent product. Moreover, we must
not forget that all of the customers today are the beneficiaries of water facilities

District CourtotlAppeaI,FirstDistrict,State of Florida,Decision in Case No. 96-447 (June10, 1998), 1.

Indiana UtilityRegulatory Commission, Order in Cause No. 40703, Indiana-AmericanWater Company
(1997)
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built 'm the past, and the cost of developing these facilities was home in large part
by earlier generations of custorners.86

As a general rule, individual water utilities must make the case for singletariff pricing
before regulators, who consider the merits on a case-by-base basis. The Indiana-American
decision also is instructive on this point because the case was made by the utility several
times-and the arguments rejected--before regulators were persuaded that single-tariff
pricing was in the public interest. As with many initiatives by utilities, regulatory approval
often requires more than one attempt, as well as modifications to the proposed method to
address the legitimate concerns of regulators and consumer advocates.

A few commissions have explicitly recognized single-taxiffpricing as a policy tool. As
already noted, Pennsylvania regulators have placed single-tariff in the broader context of
regulatory policies to promote regionalization and specifically the acquisition of smaller,
nonviable systems." The .general provisions of the commission's policy, appealing in Table
13, provides for the application of single-tariffpricing to the rates of acquired water
systems "to the extent that is reasonable"

Similarly, New York Public Service Commission staff member expect acquiring utilities to
include a plan for "rate equalization" (with phase-in provisions as appropriate) as part of
petitions for acquisition incentive mechanisms. "

Connecticut regulators have interpreted state statutes to authorize rate equalization in
connection with mandated takeovers.°° The commission also recognizes the potential use
of annual price caps (to avoid rate shock) and surcharges ("so that customers of the
acquiring company are not always obligated to assume full responsibility for the cost of
ordered improvements to the acquired company")."

Implementation Strategies

Utility regulators can consider several implementation suategies if they Find that rate
consolidation is in the public interest. Implementing the single tariff can be accomplished in
conjunction with acquisition proceedings. Utilities can phase-in s'mgle-tariffpric'mg for all
or part of their service territory. A partial foam of single-taxiff pricing is to adopt a

as Indiana Utility Regulatory Commission, Order in Cause No. 40703, Indiana-American Water Company
(1997), 81 .
av Henna (1995), 10.
as Pennsylvania Public Utility Commission, Order in Docket M~00950686, Policy Statement Re:
Incentives for the Acquisition and Merger of Small, Nonviable Water and Waste Water Systems (1996).
so New York Public Service Commission, Order in Case 93-W-0962, Investigation of Incentives for the
Acquisition and Merger of Small Water Utilities (1993), Appendix E.
so Connecticut General Statutes, 16-2620. According to Connecticut Statutes (16-262r), rate equalization
also can be used in connection with satellite management of a smaller by a larger system.
91 Connecticut Department of Public Utility Control, Order in Docket No. 96-03-31, DPUC Review of
Water Companies Acquisitions and Transfer Processes (January 8, 1997), 27.
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common fixed or customer charge for all utility customers, and alter variable charges based
on variations in die cost of service. Utilities can use surcharges or other mechanisms to
differentiate prices based on extraordinary costs and send customers a very specific price
signal. A partial approach to single-taritfpricing is to develop tariffs based on groupings of
systems or "zones" with roughly similar cost or service characteristics. Another partial
approach, mentioned earlier, is to use a phased method of implementation by which rates
are made more uniform over several rate adjustments.

Innovative pricingoptionsand implementation strategies for water utilities can emerge in
the context of regulatory proceedings, dispute resolution processes, and a continuing
dialogamong utilities, consumers, consumeradvocates,and other interested stakeholders.

Related Strategies

Commissions may want to consider implementing specific regulatory strategies in
conjunction with single-tariffpricing. First, regulators could use auditing or other
evaluation techniques to establish that utilities are meeting efficiency and other ,
performance goals Second, the commission could coordinate with other regulatory
agencies to promote compliance with water quality standards. Third, regulators could
evaluate the long-term strategic plans of water utilities for serving customers throughout
their service territories. Fourth, features of the consolidated rate could be assessed in
terms of their effectiveness in promoting efficient water use and discouraging waste. Fifth,
the commissions could implement a monitoring and evaluation system to assess the effects
of consolidated rates on all systems and customer groups. Sixth, alternative dispute
resolution could be encouraged to provide parties with a forum for participation and an
opportunity to reach a settlement agreement on single-tariff pricing issues. Finally,
regulators could assess utility efforts to communicate with customers about the value of
water and build understanding of the rate structure.

Commission Authority
i
I
I

Commission authority to approve consolidated rates has been met with legal challenges in
some jurisdictions. Obviously, single-tariff pricing policy must be consistent with a state's
legislative 'ti°amework and legally sustainable. Regulatory and legal doctrine generally seem
to permit this pricing method. Legislative,judicial,or otherconstraints on rate
consolidation would be undesirable from a public policy standpoint and underminethe
ability ofthe regulatory commissions to craft effective policies for the water industry.

1

1

In a recent case, the New Hampshire Public UtilitiesCommission acknowledged the
absence ofa clear regulatory standard for, or prohibition 011 the use of single-tariffpricing.
Thecommission essentially asserted its policymakingauthority to approve rate
consolidation based on a public-interest standard:

I
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While New Hampshire law is replete with references to the appropriate standard for
establishinga utility'srate base and rate ofreturn, there appears to be no specific
guidance on die pointof rate consolidation orsingle tariff pricing. Thus, in the
absence ofany legal impediment to utilizing single tariff pricing, our decision
essentially becomes one of policy that is bound only by our statutoryconstraints
that rates be just and reasonable and that we act in the public interest. See RSAs
374:2 and 378:28.

Opponents of rate consolidation in this case argue that we should adhere to our
traditional ratemaking policy of cost causation. We End their position unpersuasive
in this case for two reasons. First, traditional cost of service regulation already
includes some measure of rate averaging in that customers are not charged the true
costs of sewing them on an individual basis. Second, and perhaps more important,
stand alone rates in this case produce results for some customers that are well
beyond the zone of 'just and reasonable." One needs only to look at the stand
alone rates that would result from the settlement Agreement to see just how
extreme the results are when significant investments are required in a very small
system. Most of the community systems are simply too small to absorb the
magnitude of investments mandated by environmental enactments. However,
without these investments, it is clear that the small community systems would have
been unable to provide safe and adequate water service to their customers."

Single-tariHlpricing evolved as a legitimate policy tool and is used by a clear majority of the
states that regulate multi-system water utilities. Rate consolidation is a too] that can be
used on a case-by-case basis, where regulators carefully weigh the evidence before them,
and as a general policy tool to encourage acquisitions and regionalization. The precarious
condition of very small water systems merits the consideration of alterative regulatory
approaches, including consolidated rates.

Rate consolidation will continue to focus attention on some iiandamental regulatory issues:
Does it result in a measurable "subsidy"? Does the subsidy constitute a font of price
discrimination? Are the resultant rates just and reasonable? Dothe long-term benefits of
implementing single-tariff pricing, including subsidization, Outweigh the costs? Regulators
must be satisfied with the answers to these questions before approving a rate consolidation
strategy. Generally, however, the commissions are am'ving at conclusions that support the
use of single-tariff pricing.

The commissions have derncmstrated their policymaking authority to approve consolidated
rates, as well as their capacity to consider and weigh the complex rateunaldng and policy
tradeoffs involved. Only the commissions can specify the circumstances appropriate for
single-tariff pricing in their jurisdictions. Water utilities should continue to advance
innovative pricing strategies. The commissions should continue to exercise due diligence in
approving water rate structures that serve the publicinterest.

92 New Hampshire Public Utilities Commission, Order in Docket DR 97-058, Pennichuck Water Works,
Inc. (1998).
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Table 13
Pennsylvania Public Utility Commission
Policy Statement on Acquisition Incentives

Title 52, Part 1, Chapter 69

Incentives for Acquisition and Merger of Small Nonviable Water Utilities--
Statement of Policy

§ 69.711. ACQUISITION INCENTIVES

(a) General

To accomplish the goal of increasing the number of.nl1age1's amid acquisitions to foster

regionalization, the Commission will consider the acquisition innenlives at subsection (b),

I-Icweva, the following parameters must Erst be met in order for Commission oonsidexwation of
utility's purposed acquisition incentive. It shotdd be delfanolxshated that'

(1) The acquis it ion services the general public interest;

(2) The acquiring utility meets the criteria of viability which will not be impaired by the

acquisition; that it maintains the inenagerial, technical, financial capabilities to safely and

adequately operate the acquired system, in compliance with the Public Utility Code, the
Sate Drinlciing Water Act, and other requisite regulatory requirements on a sluomt and lws

term basic;

(3) The acquired system has less than 3300 customer connections; the acquired system snot

viable; it is in violation of statutory or regulatory standards concemmiing the saribty,

adequacy, eiiieiency or reasonableness of service ad Mzilitiesg and dial it has failed to

comply wiiibin a reasonable period of time, with any order of the Depamtinem of

Envirtmumental Protection or the Public Utility Counniuunissiong

(4) The al:quiredsydem's ratepayers sshouldbepwvidedwith improved service in the future,

withthenecessauyplantinnprovennennlsbdngcompletedwilhinareasonable paiodoftime;

(5) The purchaseprioe of the acquisition's ihilrandteasonableand theauquisitionhasbeen

conducted through a:m's length negMiatiumls; and

(6) The oonoept of single tariff pricing shouldbe applied tothe rates of the acquired system, to
the exteurtthat isxeasomable. Under certaincircumstancesof extreme differencesin rates,
and/or affordability concerns, consideration should be given to a phase-inof the rate
differenceovera reasonable periodof time.

1

I
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Table 13 (continued)

(b) Acquis it ion Incentives

In its efforts to foster acquisitions of suitable water and sewer systems by viable utilities when such
acquisitions are 'm the public interest, the Commission seeks to assist these acquisitions by

the use of a number of regulatory incaxtives. Accordingly, the Commission will consider

the following acquisition incentives

(1) Rifle of Return Premiums - Additional rate of return basis points may be awarded for

eatain acquisitions and for certain associated ixnpmoveinent costs, based on so£Ecient

supporting data submitted by the utility within its rate case filing

(2) Acquisition Adjustment - In cases where the acquisition costs are greater than the
depreciated original cost, that reasonable excess may be included in the ratebaseof the
acquiring utility and amortized as an expense over a 10-year period

(3) Defhmal of Acquisition Improvement Costs - In cases where the plan impnavemems are of

too great a magnitude to be abso1*bed by ratepayers at one time, rate recovery of the

improvement costs may be recoveiced in phases. There may be a one mc treatment (in the
initial rate case) of the improvement costs but a phasing-in of the acquisition, impwvements

and associated carrying-costs may be allowed over a finite period, or

(4) Plant Improvement Surcharge - Collection of a different rate from each customer of the
acquired system upon completion of the acquisition could be implemented to temporarily
offset endraordinaryimprovement costs. In cases where the improvement hene5ts only
those customerswho are newlyacquired, the added costs may be allocated on a greater than
average level (but less than 100%) to the new customers for a xeasomablc period oftime, as
ddemmined by the Commission

(c) Piucedural Inlplementalion

The apgnrupwiate inplexneotadnn ?,m0¢dm for the aoquidtion incentives listed wouldbe to Et the
requestdmi11gthe n~ext Eledratecase. h1thecascof&e51stincmtive,fore::anpk,therateof
1°ett1rnpule11t1i11rn, apprupuriate smppcmtingdatashamddbeSledwitlahntllemxeofrennnsectim'm
uwdelrfor Cnnnmission evaluation omits applicability. The late ofndum parenniurn as anacquisiian
inc dvennybethemostslraightfcurwardandiuuseisencouraged

Other appuwpuciate incenmivesnlaybeconsidewdbytllis Connmissiomprovidedtheynmeetthe

parameters listed at subsection (a). Acquisition incentive requests will be considntud on a case by

case basis. In acquisition incentive filings, the burden ofpwofrests with the acquiring utility.

Source: PamsylvaniaPublicUtilities Commission,Incentives for Acquisition and Mageeof Small
Nonviable Water Utilities:Statement of Policy (Felmruary28, 1996)
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APPENDIX A
GLOSSARY OF TERMS

Block rate. A billing rate applied to
water usage that varies according to
blocks of waterusage (measured in
gallons or cubic feet). See in{form rate,
decreasing-bloek rate, and increasing
block role.

allowance, abovewhich a variable rate is
applied.

Horizontal equity. A condition under
which customers that impose similar
costs on the utility system pay similar
prices for comparable utility services.
See vertical equity.Common-management costs. Costs

that are incurred on the basis of the joint
operation of multiple systems. Costs
under common management, given
management economies of scale and
scope, should be less for the utility than
the sum of stand-alone costs for all of
the operated systems.

Intergenerational equity. A condition
under which one generation of customers
does not pay for costs imposed on the
utility system by another group of
customers. See hon'zonlal equizjv and
vertical equity.

Decreasing-block rate. A variable rate
that decreases with additional blocks of
water usage. See ungfonn rate and
increasing-block rate.

Increasing»b}ock rate. A variable rate
that increases with additional blocks of
water usage. See uniform rare and
decreasing-block rate.

Equity. A condition under which costs
have been fairly allocated among
customer groups consistent with cost-of-
sewice and qgiciency criteria. See
konkontal equity, vertical equity, and
subsidy.

Investor-owned (or privately owned)
util i ty. A utility owned and operated by
a private firm on a for-profitbasis. See
publicly owned utility.

Efficiency. A condition under which
prices charged, and quantities produced
and used, are optimal (that is, not too low
or too high) .

Just and reasonable. A concept used to
evaluate utility rates related to the
concept of undue discrimination.

Multisystem utilities. Public or private
utilities that operate two or more water
systems sewing distinct service

systems may or may not be

physigany intercolniecfted.
I

i
|

i

Fixed charge. The portion of a
customer's water bill that does not vary
with water usage. Fixed charges often
are used to recover administrative and
other recurring costs drat are not
determined by water usage, The fixed
chargemay include a minimal water

Municipal-unit doctrine. The treatment
of a municipality as a distinct service
temltory and unit for cost allocation and
ratemakingpurposes (that is, "city-based"
rates).
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Phasing (rates). Implementation of a
significant change in rate levels or rate
design in phases, rather than at once, in
order to reduce rate shock to customers
and revenue instability to the utility.
Reflects the principle of gradualism.

service territory may or may not
correspond to geopolitical boundaries.

Physically interconnected systems.
Water systems joined by a system of
pipes and pumps for transporting water
(usually treatedwater) firm onesystem

Single-tariff pricing. Single-tariff
pricing is the use of a unified rate
structure for multiple water (or other)
utility Systems that are owned and
operated by a single utility, but that may
or may not be physically interconnected.
Under single-ta1iffpriclmg, all customers
of the utility pay the same rate for
service, even though the individual
systems providing service may vary in
terms of operating characteristics and
stand-alone costs.Primacy agency. A state agency

responsible for regulating community and
noncommunity water systems to ensure
compliance with federal ddn!dng-water
standards established under the Safe
Drinking Water Act.

Stand-alone pricing. Pricing based on
the costs that a commonly owned or
managed water system would incur ifi t
replicated the same services and timctions
on a basis completely independent of the
parent utility and other systems.Privately owned (or investor-owned)

utility. A utility owned and operated by
a private firm on a for-profxt basis. See
publicly owned utility.

Subsidy. A transfer of welfare from one
group of customers to another that is not
based on differences in the cost of serving
the different customer groups.Public Utility Commission (PUC). A

state agency responsible for regulating
the rates and profits of public utility
monopolies.

Tariff. The official rate schedule
document specifying all of a utility's rates
and charge; the tariff must be approved
by appropriate state or local governing
bodies.

Publicly owned utility. A utility owned
and operated by a governmental agency,
such as a municipality, ona nonprofit
basis. See privately owned utility. Undue discrinnilnation. Price

diffelenijation that is not based on
variations in the cost of service.Safe Drinking Water Act (SDWA).

The federal statute that establishes
drinking-water standards for community
and noncommunity water systems.
Substantial amendments to the SDWA
were enacted in 1986 and 1996.

Uniform rate. A van'able rate that does
not change with the total amount of
water usage.

Service territory. The geographic area
served by a public utility; a utility's

Variable rate. The billing rate applied
on a per gallonor per cubic foot basis to
the amount of water used bycustomers

é
I
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during the billing period. The variable
rate multipliedby water usage determines
theportion of a customer's water bill that
varies with water usage

Water utility. A public or private entity
that owns and operates one or more
wafer _systems and typically charges
customers for the cost of providing water
service, In multi-.systemutilities, two or
more water systems are owned and
operated by the utility and they may or
may not be physically interconnected.

Vertical equity. A condition under
which customers that impose different
costs on the utility system pay different
prices for utility services based on the
relevant cost differences. A related
concept is undue discrimination

Zonal Pricing. Differentiation in rates
according to substantial differences in the
cost of serving different areas. Zones
generally are defined in spatial terms and
represent geographic clusters of
customers with similar cost
characteristics

Water system. An inti'astruclure system
for withdrawing, transom-ting, treating
storing, and distributing water to a
defined service territory

I
I
i
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APPENDIX B
SELECT COMMISSION ORDERS ON
SINGLE-TARIFF PRICING

California
Cadifomia Public Utilities C0»mmission. Decision No. 89-06-007. Hillview Water Company. Inc. June 7

Connecticut
ConnecticutDepartment of PublicUti l i ty Control. Docket No. 86-12-08. Connecticut~American Water

Company. June 2, 1987
Docket No. 89-03-22. Connecticut-American Water Company. September 21, 1987

Florida
Florida Public Service Commission.

Utilities. 1989
Docket No. 920100-WS .
Docket No. 930880-WS.
Docket No. 930892-WU.
Docket No. 931122-WU.

In re Rate Setting Procedure and Alternatives for Water and Sewer

Souther States Utilities, Inc. November 2, 1993
Souther States Utilities, Inc. September 13, 1994
Venture Associates Utilities Corp. December 30, 1994
Lakeside Golf, Inc. February 9, 1995

await
Hawaii Public Utilities Commission. DoclnctN o. 6434. GASCO, Inc. April 3, 1992

Illinois
Illinois Commerce Commission. Docket No. 92-0116. Illinois-American Water Company. February 9

Docket No. 94-0481. Citizens Utilities Company of Illinois. September 13, 1995
Docks No. 95-0076. Illinois-American Waker Company. December 20, 1995

Indiana
Indiana Utility Regulatory Commission. Cause No. 36483. Norther Indiana Fuel 8: Light Company, Inc

October l. 198]
Cause No. 36427. Terre Haute Water Works Corp. November 13, 1981
Cause No. 38880. Indiana-American Water Company. September 26, 1990
Cause.N0. 39595. Indiana-American Water Company. February 2, 1994
Cause No. 40703. Indiana-American Water Company. December 11, 1997

Iowa Utilities Board. Docket No. RPU-94-21. ES Utilities, Inc. June 30, 1995

Maine Public Utilities Commission. Docket Nos. 91-193 and 93-027. Michael McGovern v. Portland
Water District. February 28, 1994

Maryland
Maryland Public Service Commission. CaseNo. 8643. Chesapeake Utilities Corp. August 17, 1994

Massachusetts
Massachusetts Department of Public Utilities. D.P.U. 95-118. Massachusetts-American Water Company

May 31, 1996
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Missouri
Missouri Public Sewioc Commission. Case No. 90-236. Missouri Cities Water Company. October 12,

1990.
Case Nos. WR-95-205 andSR-95~206. Missouri-AmericanWater Company. November 21,

1995.
Case Nos. WR-95-205 and SR-95-206. Missoun'-American Water Company. November 21,

1995.
Case Nos.WR-97-237 and SR-97-238. Missouri-American Water Company. November 6,

1997.

New Hampshire
New Hampshire Public Utilities Commission. Docket DR 97-058. Pennichuck Water Works, Inc, Request

for Permanent Rates_ March 25, 1998.

New Jersey
New Jersey Bonni of Public Utilities. Docket No. WR95040165. New Jersey-American Water Company.

March 3, 1996.

New York
New York Public Service Commission. Case No. 93-W-0962. Order Instituting Proceeding and Soliciting

Comments, Investigation of Incentiv.es for Acquisition and Merger of Smal] Water Utilities.
November 10, 1993.

Ohio
Ohio Public Utilities Commission. Case Nos. 88-716-GA-AIR et. all, 88-1011-GA-CMR.

of Ohio, Inc. October 17, 1989.

Columbia Gas

Pennsylvania
Pennsylvania Public Utility Commission. Order in Docket R-850096, Wester Pennsylvania Water

Company (January 29, 1986).
. Order in Docket No. M-00950686. Policy Statement Re: Incentives For The Acquisition

And Merger Of Small, Nonviable Water And Waste Water Systems. February 23, 1996.

Rhode Island
Rhode Island Public Utilities Commission. Docket No. 22!6. Narragansett Bay Water Quality

Management District. March 24, 1995.

Texas
Texas Public Utility Commission. Docket No. 4240. Texas-New Mexico Power Company. June 2, 1982.

!
I

West Virginia
West Virginia Public Service Commission. Case No. 8 I-126-W-42A. West Virginia Water Company.

May 26, 1982.
Case No. 89-498-W-42T. West Virginia-American Water Comparny. May 4, 1990.
Case No. 89-498-w-42T. West Virginia-American Water Company. May 24, 1990.
Case No. 93-0279-W-42T. West Virginia-American Water Company. January 23, 1994.

Source: Adapted and updatedfrom Daniel w. McGill, "Memoranduman Single-TariffPricing"
(correspondence dated December 31, 1996).
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Source of Capital Issuance
Cost (5)

End-of-year
Capitalization

(5)

Capitallzatio
n (percent)

Cost
Rate (5)

Weighted
Cost ($)

Shofrt-term bank debt 4,800,000 7.47 14.00 1 ,046

First-mortgage bonds
53/8% series due 3/1/82 2,040 2,500,000 3.90 5.427 0.211

93/4% series due 5/1/95 40,544 3,000,000 4.67 9.884 0.462
10%series due 10/1/96 229,017 16,800,000 26.17 10.116 2.647

93/8% series due 8/1/96 83,423 7,840,000 12.21 9.474 1.157
Total long-term debt 30,140,000 46.95 9.54 4.477

10 percent 31,781 2,940,000 4.58 10.092 0.462

91/2 percent 19,067 1,368,000 2.13 9.602 0.204

71/2 percent 21,926 1,920,000 2.99 7.692 0.230
Total preferred stock 6,228,000 9.70 9.24 8.896

Corr non stock 986,073
Capital surplus 7,172,538

II lusEamed s 14,875,610
ITotal clammy e tty 23,034,281 35.88 15.00 5.381

I `talizationm a l 64,202,281 100.00 11.800

Expense Per 1 Million
Gallons of Pumped Water

District A District B District C District D Single-
Tariff

Pricing
I IFuel and w¢r 49 91 115 102 57

Chemicals 15 31 '76 17 20

Total operation cost 374 2,136 2,443 789 513

Total maintenance cost 103 499 277 94 116

I ll ll
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APPENDIX C
DETAILED EXAMPLE OF
SINGLE-TARIFF PRICING

Table C1
Cost-of-Capital Determination

Long-term debt bonds

Prcfened stock

Common equity

I

I

Source: Adapted from Edward M. Limbaugh, "Single Tariff Pricing,"Journal American Wafer Works*
Asnsociation 75 no. 9 (September 1984).

Table CO
Allocation of Expenses by District and Under SinzleTariIlf Pricing

Source: Adapted from Edward M . Limbach, "SingleTariff Pricing," Jour-naIAmerican Water Works
Association 75 no. 9 (September 1984),
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Cost and Service Characteristics District A District B District c District D

Ratebase ($) 52,231,951 211,630 351,510 2,320,677

Rate of return (percent) * l L80 11.80 11.80 11.80

Utility operating income (S) 6,163,370 24,972 41,466 273,840

Operation & maintenance expense (S) 5,835,260 173,506 139,624 806,709

Depreciation & amortization (S) 806,306 5,931 9,750 32,509

Taxes other than federal income tax (S) i,789,540 16,527 18,728 131,035

Provision for federal income tax (S) 1,057,772 2,919 2,944 45,127

Total revenue requirement S 15,652,248 223,855 212,512 I ,289,220

Percentage of revenue assigned to

residential  customers

53.03 70.86 66.4 64.67

Number of residential customers 51,651 534 558 5,180

Average residential water bill ($)*  * 12.01 27,70 24.21 1330
Impact of $50,000 investment on

average residential bill
0.12

(1%)

15.16
(55%)

$13.59
(56%)

$1.43
(I l%)

Usage Charge District A($) Dissriu B (s) Single-Tariff Pricing

(S)

17-mm (5/8-inch) meter or smaller 6.62 13.11 7.35

20-mm (3/4» inchmeter 9.78 19.67 11.06

25-mln (1-inch) meter 16.30 32.78 18.40

4D-rnm (1 u2-inch) meter 32.59 65.56 36.80

50-mm (2-inch) meter 52.15 104.91 58.90

80-mm (3-inch) meter 97,78 196.70 110.40

100-mm (4-inch) meter 162.96 327.85 184.00

150-mm (6-inch) I'n*¢£¢\' 325.92 655.69 368.00

200-nun (8-inch) meter 521.47 1,049.1 I 568.80

First 2000 gallons/month
Next 28,000 lions/month 2.597 4.526 2.74

Next 970,000 gallons/month 1.562 3.147 I .56

Next 9 million gallons/month 1.107 3,147 1.14

All more than 10 million gallons/month 0.858 3.147 0.902

USEPA - NARUC Consolidated Water Rates

Table CO
District Revenue Requirements and Effect on Average Residential Water Bill

Source: Adapted from Edward M. Limbaugh, "Single Tariff Pricing,"./ournal American Water Works
Association 75 no. 9 (September 1984)

From Table CI . ** Based on 4,500 gallons per month•

Table CO
Comparison of Tariffs for Selected Districts Before and After Implementation of
Single-Tariff Pricing

Minimum charge

Variable charge (per 1,000 gallons]

Source: Adapted from Edward M. Limbaugh, "Single Tanlflf Pricing,".Iaurnal American Water Works'
Association 75 no. 9 (September i984)
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APPENDIX D

Dr. Janice A. Beecher,Director of Regulatory Studies
University

Happy New Year! Can you help me by taldng a moment to till Out this quick survey and faxing it

willmake theresultsavailable to everyone

is used to implemcm a single rate structure for multiple water (or other) utility

the utility pay the same rate for service, eva though the individual systems providing servicemay

Water utility with multiple systems are not necessarily fcfundi n every state

Do any of the water utilitiesregulated by your
commission have muliiple water systems (22?

Ll"No. the remaining questions are not applicable to your stat; Please return theji
page of the questionnaire so that your state will be represented in the survey

If you answered Yes to Question 1,pleasename the multi-system waterutilities, the
number of systems they operate,and the approximate number of connections for the
smallest and largest system operated by the utility. Use an additional sheet if necessary

Approximate Number
o_fConneetions for the

Smallest

Urine Name
TotalNum Ber
o[Svstems

Has your commissionapprovedsingle-tariffpriclmg
for any of the utilitiesnamedin Question 1 (la)? No

Yes D
Cr

Go to Question 4
Go ro Question 5
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If your answer to Question3 was Yes, please name the utilities and when the tariff was
first approved. Use an add.itiona1 sheet if necessary

When was the

Uzilirv Name irs approved?

If your answer to Question 3 was No, please check all of the following that apply ( ) .in

D Single-tariffpxicing has not been an issue

D Single-tariff pricing has been considered but not specifically approved

D A proposal for single-tariff pricing has been rejected

I-Im single-tanritfpricing been explicitly prohibited

in your state by statute (El)?

When was the statute passed?

Please describe the nature of the prohibition

Has youureomnmissionput any momitoming amdlor

evduadon systems in place for single-milf pricing

incasesvvhereithasl1eenimplemenled(E)?

If Yes, please describe

I f  your connnission approved single-tarif fpric ing, what was the primary rawson for the

apps~()vg]?

If yutur commission rejected single-ta1'iI1l]:uticing, WMM was the primary reason for the

rejection'

10. Please characmrizc your eonmflission's policy position on single-tariffpficing (E)?

D
:I
D
D

Generally accepted

Generally not accepted

Decided on a case-by-case basis

Never considered
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11. If single-tariff pricing has been an issue 'm your state, whether or not it has been
implemented, please review the fo1IoMng arguments in favor and against s ingle-tari f f
pric ing and check al] that have inf luenced your commission's deliberat ions or polic ies on
the issue.  Check (E I ) dl  t hat  apply :

Arguments in Favor of Single-Tarill' Pricing
. /
Cl Prov ides incent ives  for ut i l i ty  regional imt ion and consol idat ion
U Mi t igates  rate s i iock  to ut i l i t y  cus tomers
D Promotes  universal  serv ice for ut i l i t y  cus tomers
D Promotes ratepayer equi ty  on a regional  bas is
D knproves  serv ice af fordabi l i t y  for  cus tomers
D Addresses snaal l-system viabi l i ty  issues
D Facil i tates oonnplianoc v\n'th drinking water standards
U Provides ratemaki ing t reatment that  is  s imi lar to that  for other ut i l i t ies
D Lowers  adminis t rat ive cos ts  to the ut i l i t ies
U Lowers  adminis t rat ive cos ts  to the commiss ion
D Promotes  regional  economic  development
D Encourages further private involvement  in the warm sector
D Encourages investment  in the water-supply  mf tgsmtchmg
D Physical inlterwconnection is not considered a pmrerequuisite
U Ov era l l  benef i t s  ou t we igh 0v mu c os t s
D  O t h e i r :

A rguments  Aga ins t  S ingle-Tar i lT  P r i c ing
. f
D Conf l ic ts  wi th cos t -of -serv ice pr inc iples
Cl  Undermines economic  ef f ic iency
U Prow'des subsidies to high-cost  customers
CJ Distorts price signals to custcurnecrs
D Discourages eff ic ient water-use and ccmsemvation
D Encourages growth and development  in high-cost  areas
D Encourages ovei inves t rnent  in inf ias t iuc tuxe
D Fai ls  to account  for variat ions in customer cont r ibut ions
D Provides unnecessary incent ives to ut i l i t ies
Cl Considered inapptnpt iate wi thout  phys ical  interconnect ion
D Not  acceptable to al l  af fec ted customers
D Not  acceptable to other agencies or govennnents
D Just if icat ion has not been adequate in a specif ic case (or cases)
U Insuf f ic ient  s tatutory  or regulatory  bas is  or precedents
.CJ Overal l  costs outweigh ovexdl benef i ts
D  O t h e r :

I

I

I

Please provide any additional comments on another sheet..Thank you again./oryour
ass is tance.  I  look  forward'  to work ing wi th you in 1996.
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APPENDIX E
DETAILED FINDINGS FROM COMMISSION SURVEY
ON SINGLE-TARIFF PRICING

I

I

I

i
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New Hampshire Public Utilities Commission Page 1 of4

DR 97-058

pennichuck water works, inc .

Petition for Permanent Rate Increase

Order Approving Settlement Agreement and Pecimion for Rate
Consolidation

O R D E R N U. 22, 883

march 25, 1998

APPEARANCES: Gallagher, Callahan and Gartrell by David
A. Garfunkel, Esq. for Penni chuck Water Works, Inc.: Ransmeier
and Bellman by Dom s. D'Ambruoso, Esq. for Anheuser-Busch, Inc.:
Amy L, Ignatius, Esq. for the Snarf of the New Hampshire Public
Utilities Commission.

I PROCEDURAL HISTORY
Pennichuck water works, Inc. {Pennichuck) serves the

southern New Hampshire area, operating a core system that serves
Nashua and portions of Amherst, Merrimack, Milford, Hollis and
Bedford, as well as 10 independent community systems serving
portions of Epping, Derry, Bedford, Milford and Plaistow. On May
28, 1997, Penni chuck filed with the New Hampshire Public
utilities Commission (Commission) a petition for an increase in
its rates and to consolidate the races of the core and community
systems, even though the systems are not physically
interconnected.

Anheuser-Busch, Inc. lAB), Penni chuck's largest
customer, sought and was granted intervention.

D Penni chuck requested an overall 25.98% increase in
permanent rates, on a consolidated system basis. In ice
testimony filed July 10, 1997, Pennichuck also requested a
temporary increase in revenues overall, to be derived solely from
core customers, which the Commission granted by Order No. 22,683
(August 18, 1997) . The 5.12% increase in revenues, on a
temporary basis, excluded the community systems and all
commercial and municipal fire protection customers. This
resulted in a 7.5% increase in rates to those core customers
affected.

Subsequent to the temporary rate order, on November 6,
1997, AB filed testimony of its expert witness, Ernest Harwiq,
opposing rate consolidation. Also on that date, Staff filed
testimony of Douglas W. Broken, James L. Lenihan and Mark A.
Naylor. Staff witness Tracy B, Guyette filed testimony on
November 13, 1997.

On December 5, 1997, AB moved for permission to file
rebuttal testimony, which Staff opposed. The commission granted
the request and on December 23, 1997, AB filed rebuttal testimony
of Mr. Harwig. Also on that date, Pennichuck filed rebuttal
testimony of Stephen J. Densberger and its consultant Janice A.
Beecher. On January 6, 1998, AB moved to strike Dr. Beecher's
testimony, which Pennichuck opposed. The Commission denied the
motion to strike. On January 22, 1998, AB filed sur rebuttal
testimony of Mr. Harwiq and on the following date, Staff filed
sur rebuttal testimony of Mr. Brogan.

On January 30, 1998, Penni chuck and staff submitted a
Settlement Agreement on all issues except rate consolidation.
The commission took evidence on the Settlement Agreement and the
contested issue Of rate consolidation on February 3 through 5,
1998.
II . SETTLEMENT AGREEMENT

The Settlement Agreement addressed all issues except
rate consolidation. Revenue requirements were calculated for the
systems on a stand alone basis, with Penni chuck's explicit
statement that it did not agree to stand alone calculations. AB
did not participate in the settlement negotiations on any issue
other than rate consolidation and took no position on the
Settlement Agreement.

Revenue deficiency for the core was set at 5511,230 and
at levels for the community systems ranging from (571158) to
541,791, based on stipulated rate base and net operating income
for the core and community systems (found as attachments to the
Settlement Agreement) . Pennichuck and Staff agreed on an allowed
return on common equity of 10.351, a cost of long term debt of
7.41%, cost of short term debt of 7.43s, and a treatment of a
parent company infusion as short term debt, producing an overall
cost of capital of 8.34%.

The proposed revenue increase would be collected on a*l
but private and municipal fire protection customers, based on a
recent review c' Penni chuck's 1992 cost of service study that
indicated an over-collection or fire protection charges
Pennichuck and Staff recommend, therefore, that Eire protection
rates remain at their present levels.

Penni chuck are Staff a*so agreed to a step adjustment
to occur simultaneously with the increase in permanent rates, to
reflect plant additions completed on or before December 37, 1997
that were made in conformance with the Safe Drinking Water Act or
mandated by the city of Nashua and/or the State f c* highway work
nr any projects in which $50,006 0* more was expended on non-revenue producing 1 rems
reflect one year'5 accumulated depreciation and related deferred

In adcitlon, the step adjustment would

http://www.puc.nh.g,ov/Regulatory/OrderY1998ords/22883w.htm I 4/22/2010
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taxes and one year's depreciation expense and property taxes in
connection with the approved plant additions. Again, private and
municipal fire protection customers would be excluded from the
11\C/83S8

The proposed permanent rate increase, excluding the
step adjustment, is the same as that approved by the Commission
for temporary rates therefore there would be no recoupment for
the difference between temporary and permanent rates. Rate case
expenses, however would be surcharged over a 12 month period.
The actual amount of rate case expenses will be determined after
review of a compliance filing Pennichuck is to submit upon
issuance of this order.

Finally regarding depreciation, Penni chuck and Staff
agree to use the "whole life" rather than pennichuck's proposed
average remaining life" methodology, for an annual depreciation
expense of $1,272,791 which results in an annual composite
depreciation rate of 2.44%.
III . POSITIONS OF THE PARTIES AND STAFF ON RATE CONSOLIDATION

Penni chuck and Engineering Staff
Penni chuck sought to consolidate all of the community

systems into one set of rates, even though the systems are not
physically interconnected. Applying the settlement figures,
including the step adjustment, the consolidated rate would be
approximately $253 per year for the average residential user. By
contrast, again applying the settlement revenue requirements but
keeping the rates on a stand alone basis would result in an
average residential core rate of $245 per year: the community
systems' rates would range from $291 to $1,166 per year. Single
f Emily residential customers in the core system, therefore, would
pay an additional $8 per year under the rate consolidation
proposal, while most of the community system customers would see
a decrease in their bills.

In support of the rate consolidation proposal,
Penni chuck argued that the community systems would benefit from
Pennichuck'5 ability Co upgrade or repair f abilities as necessary
tO meet environmental mandates without fear of overwhelming
community systems' customers. Because the community systems are
small (ranging from 29 to 458 customers), any significant capital
improvement can result in a significant increase in rates.

pennichuck anticipates reduction in regulatory and
accounting expense ff the systems are consolidated, and predicts
that with rate consolidation it would be better able to consider
purchase of small systems in the future, as the Commission has
encouraged.

Penni chuck's consultant, Janice A. Beecher, testified
that commissions have ruled both ways on rate consolidation
proposals, and found merit in Penni chuck's request. In her view,
Pennichuck's community systems are simply too small to be viable
on a stand alone basis.

Staff engineer Douglas w. Brogan testified in support
of Pennichuck' s proposal, concluding that the viability of the
systems and their ability to come into and remain in conformance
with environmental standards would be greatly enhanced by
consolidation with the core. He analyzed characteristics of the
systems and asserted that they bore strong similarities to the
core, fur thee bolstering the arguments for rate consolidation.
He distinguished this proposal from the Consumers New Hampshire
water system in which unhappiness with rate consolidation was the
source of much of the impetus for the town of Hudson purchase of
consumers New Hampshire's assets. According to Brogan, the
Consumers New Hampshire systems had different characteristics
than the Pennichuck systems. Further, Consumers New Hampshire's
service and water quality and utility management were not on a
par with that of Penni chuck.

Brogan stated he would not support rate consolidation
in all cases, but that the particular circumstances in this case
justified approval of the request. He felt the approximately $8
per year increase to single f Emily residential core customers
under rate consolidation was justified by the benefits that
accrued to all Pennichuck ratepayers, and the overall rate of
$253 per year was just and reasonable.

B. Anheuser-Busch, Economics and Finance Staff
AB, Penni chuck's largest industrial customer, opposed

the rate consolidation proposal. AB's consultant Ernest Harwiq
argued that consolidation of rates, also known as single tariff
pricing (STP), was unwise regulatory policy because it breaks the
connection between rates and costs. It changes the economics for
water conservation, especially in the community systems, because
the rate decreases produced by STP weaken the incentive to
conserve. Mr. Harwig indlcaled that the subsidy to be paid by AE
would be $20,000 annually, and he rejected the notion that
Pennichuck is one large consolidated cperaLion because of :he
differences between demand characteristics Of the core system and
those of the :ommuni*y systems

Applying the Settlement revenues and assuming rate
consolidation is approved, AR's yearly charge (pursuant to a
special contract) would increase by 599,930. from 5483,417 to
$581,407, without rate consolidation, the increase would be
approximately 520,000 less, as nesnlfied by Mr. Harwig.

The Commission's Acting Finance Directer, Mark A.
Naylor, teszifled in opposition to the proposal, a*quinq among
other things that by blendnq the rates *here would be no
tracking of the specific casus of each system. fn response,
Penni chuck stated Lhet wh3'e lL would not keep 'all bocks on each

http:// .puc.nh.gov/Regulatory/OrderY I998ords/22883w.html 4/22/2010
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system, in would record and make available ail costs on a system
by system basis. Naylor questioned Penni chuck's anticipated
savings in regulatory and accounting costs for two reasons: 1) it
could not quantify those savings and did not provide for any
savings in this rate filing, and 2) its response noted above that
it would track the costs of each system and this would appear to
erode the anticipated savings. Mr. Naylor also testified that,
unlike other regulated utilities which are moving toward
deregulation as a result of alternative choices in "supplies" of
product, water is unique in not enjoying such supply
alternatives, and price signals to customers become even more
critical in properly managing water resources.

Staff Economist James L. Lenihan also opposed
consolidation on the ground that the systems are not physically
interconnected and, therefore, should not have rates set on a
consolidated basis. According to Lenihan, the community systems
should remain on a stand alone basis in order to reflect true
costs of each system. The "subsidy" by core customers, although
small, would be inappropriate.
Iv. COMMISSION ANALYSIS

We have reviewed the Settlement Agreement and testimony
and conclude that the Settlement Agreement is a sound resolution
of the rate case issues. we recognize that Penni chuck has faced
extraordinary costs due to highway and other construction work
mandated by the State and the City of Nashua. These capital
intensive, non~revenue producing projects have put a strain on
the company, in part prompting us to approve a 5.12% increase in
revenues on a temporary basis in August, 1997. In addition, we
recognized that the mandates of the Safe Drinking water Act or
other environmental standards have required significant
investments in both the core and community systems.

Because of the magnitude of some of these investments,
we will accept the recommendation that we approve a simultaneous
step adjustment on the effective date of the permanent rate
increase, for certain specified improvements. To do otherwise
would force Penni chuck to file another rate case relatively soon,
which ultimately is a cost borne by ratepayers, For projects
completed in 1997 that meet the threshold criteria, we will
approve the step adjustment.

While New Hampshire law la replete with references to
the appropriate standard for establishing a utility's rate base
and rate of return, there appears to be no specific guidance on
the point of rate consolidation or single tariff pricing. Thus,
in the absence of any legal impediment to utilizing single tariff
pricing, our decision essentially becomes one of policy that is
bound only by our statutory constraints that rates be just and
reasonable and that we act in the public interest, See RSA5
374~2 and 37B:2B.

Opponents of rate consolidation in this case argue that
we should adhere to our traditional ratemakinq policy of cost
causation. We find their position unpersuasive in this case for
two reasons. First, traditional cost of service regulation
already includes some measure of rate averaging in that customers
are not charged the true costs of serving them on an individual
basis. Second, and perhaps more important. stand alone rates in
this case produce results for some customers that are well beyond
the zone of "just and reasonable". One needs only to look at the
stand alone rates that would result from the Settlement Agreement
to see just how extreme the results are when significant
investments are required in a very small system. Most of the
community systems are simply too small to absorb the magnitude of
investments mandated by environmental enactments . However,
without these investments, it is clear that the small community
systems would have been unable to provide safe and adequate water
service to their customers.

We do not believe it would be in the public interest to
impose annual rates in the range of $800 to $1200, as would be
the case here, when a reasonable alternative is available. By
consolidating the community systems with the core system for
ratemaking purposes, all customers would f ace a uniform tariff
which, for the average residential customer, would be
approximately 5253 per year. The rates for the average
residential customer in the core system would increase less than
Sl_00 per month, for a total of $8 per year, under the rate
consolidation proposal which, in light of the alternative, we
find to be acceptable. We consider a single tariff rate of
approximately $253 per year for the core residential customer to
be just and reasonable. A consolidated rate will ensure
affordability and the continued viability of many of Pennichuck's
community systems. It will also enable Penni chuck to operate in
a more administratively effic'ent manner by eliminating separate
general ledgers for each system, thereby reducing administrative
costs.

Although we are approving the rate consolidation
proposal, we share Cha concerns of Mr. Naylor that there is a
risk that there will be inadequate information tracked on a
community system basis and. as a result, a trsubleé system, or
over-investment, could escape the scrutiny of management and
regulators. we accept the commitment of Pennichuck to record
costs on a system specific basis.

We find that all investments that are the subject of
this proceeding have been prudently incurred and that the
f abilities are used and use'u' in the provision of public utility
service.

http://www.puc.nh. gov/Regulalory/Orders/1998ords/22883w.html 4/22/2010
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The result of the rate consolidation proposal and the
Settlement Agreement, including the step adjustment, will be an
additional increase of 12.97% for customers (excluding fire
protection customers) for bills rendered on or after April l,
1998. Together with Lhe temporary rate increase approved in
August, 1997 (which mirrors the permanent rate increase approved
by this order) Penni chuck will see a total 16.77% increase in
revenues and general metered core customers will see a total
2o,77% increase in rates over those in effect prior to the filing
of the :ate case in the summer of 1997. The billing impact for
core customers as of April 1, 1998, however, will be 12.978,
given the: 7.8% of the increase has already been included in
rates as of the temporary rate order last August. AS of April l,
1998, community system customers will see increases or decreases
in their bills according to whether their community system rate
had been above or below the consolidated rate of approximately
$253 per year

Finally, we emphasize that by approving rate
consolidation in this case, we are not accepting it as a generic
policy for all water companies

Based upon the foregoing, it iS hereby
ORDERED, that the Settlement Agreement reached between

Pennichuck and Staff is APPROVED! and it is
FURTHER ORDERED. that Penni chuck's rate consolidation

proposal is APPROVED: and it is
FURTHER ORDERED, that Pennichuck shall file its final

rate case expense request within five days for Staff review and
Commission consideration: and it is

FURTHER DRDERED. that Pennichuck shall submit a
compliance tariff within five days in conformance of this order.

By order of the Public Utilities Commission of New
Hampshire this twenty-fifth day of March, 1998

Douglas L. patch
Chairman

Bruce B. Ellsworth
Commissioner

Susan S. Geiger
Commissioner

Attested by
1

Thomas B. Gets
Executive Director and Secretary
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